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THE POSTAL SERVICE IN THE 2 1ST CENTURY: 
THE USPS TRANSFORMATION PLAN 


MONDAY, MAY 13, 2002 

U.S. Senate, 

International Security, Proliferation, 
and Federal Services Subcommittee, 
of the Committee on Governmental Affairs, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:02 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Daniel K. Akaka, 
Chairman of the Subcommittee, presiding. 

Present: Senators Akaka, Dayton, Carper, Cochran, and Stevens. 

OPENING STATEMENT OF SENATOR AKAKA 

Senator Akaka. Good morning. This hearing will come to order. 

This morning, we have a very rare privilege of having two Gen- 
erals with us and a full house. We are pleased to have with us 
today John Potter, the Postmaster General, and David Walker, 
Comptroller General. Both of you have contributed so much to 
framing our discussion of how to strengthen the Postal Service and 
safeguard its core mission: Providing universal mail service to all 
Americans at affordable prices. 

Mr. Potter, in the first 11 months of your tenure, the Postal 
Service has faced events that no one could have foretold. Over the 
past 10 days, the Service and its employees has once again found 
themselves on the front lines, and I want to commend them for the 
courage and determination they showed in response to this latest 
attack. 

All too often, we take them for granted, and I was so pleased 
when the Senate unanimously adopted a resolution last November, 
that Senator Boxer and I introduced, that commended Postal em- 
ployees for their service and dedication. The events of the past 8 
months have clearly demonstrated these men and women deserve 
to be recognized for their courage in the face of substantial risk. 

We are also honored to have with us today the Comptroller Gen- 
eral, whose commitment to an effective and efficient government 
has been underscored by his continued personal involvement with 
oversight of the Postal Service — the work that we are doing. Mr. 
Walker, I thank you and your staff for spotlighting the serious fi- 
nancial and operational challenges facing the Postal Service and 
for your recommendation for transformation. 

I sincerely believe that we have the right folks in the right place 
at the right time to assist us with the task of securing the Postal 
Service’s future. I also wish to thank those members of our audi- 
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ence who worked with the Postal Service as it put together this 
Transformation Plan. Your cooperation and partnership added ex- 
ceptional value to what we are doing. 

Last March, the leadership of this Subcommittee and the full 
Committee asked the GAO to review the financial condition of the 
Postal Service after learning that the Service faced a possible $3 
billion deficit for fiscal year 2001. A month later, GAO placed the 
Service’s transformation efforts on its high risk list, and in May, 
at a joint Committee/Subcommittee hearing, we responded to Mr. 
Walker’s recommendation for a Transformation Plan by asking the 
Postal Service to provide us with its short-, mid-, and long-term vi- 
sion. That Plan and the GAO report are the focus of today’s hear- 
ing. 

I do not have to remind any of you that the operation of the Post- 
al Service and the delivery of mail is critical to our Nation’s econ- 
omy. It is the linchpin of a $900 billion mailing industry that em- 
ploys nearly nine million workers and is 8 percent of gross domes- 
tic product. 

This morning we will examine the consequences of ignoring the 
challenges facing the Service, as laid out by the Plan and GAO’s 
report. I believe both reports make a strong case for change and 
both propose some tough options on tough issues, some of which 
will be politically unpopular. 

I am also aware that given the diverse nature of the mailing in- 
dustry, it may be difficult to forge a true consensus, but I agree 
with the Postmaster General that the only way to tackle the future 
of the Postal Service is through working together. 

I will not take any more time to discuss where we have been. 
Rather, I would like to talk about the Transformation Plan. I ap- 
preciate the extent to which the Plan addresses many of the funda- 
mental issues associated with Postal questions and operations, 
rates and pricing, human resources, regulatory reform, and mail 
safety. However, within these categories, there were details that 
were not clearly defined, such as implementation time frames, how 
proposed cost cutting goals and no rate increases until 2004 will 
provide adequate funds for capital needs and debt reduction, and 
how the Postal Service will deal with the long-term liabilities asso- 
ciated with pension plans and post-retirement health benefits while 
ensuring the retirement security of its employees. 

We need fuller explanations of the Service’s strategies to improve 
labor-management relations and how it will enhance workforce cul- 
ture. How will changes to procurement and contracting procedures 
produce savings? And how will the Service fund mail safety and se- 
curity programs beyond Congressional appropriations? 

It is also fair to ask why existing flexibilities have been seldom 
used, and what has changed that makes the Postal Service believe 
it can now take advantage of the short-term options outlined in the 
Plan? How do we balance the interests of those who use First-Class 
Mail with the interests of commercial mailers as the Postal Service 
seeks additional pricing flexibilities? How do we protect universal 
service and make sure that the Postal Service’s core mission does 
not erode? 

Although we do not have the time to examine all of these issues 
today, we will seek answers to these and other questions. 



3 


Let me conclude by saying that should Congress agree with the 
recommendation that the Postal Service become a commercial gov- 
ernment enterprise, we must protect the institutional and fiduciary 
interests of the Federal Government, the Congress, and the public. 
We must consider how a government entity with commercial man- 
dates would function and how we would ensure Congressional ac- 
countability and protect against the misuse of Federal funds and 
authority. 

Without strong guarantees of accountability and credible finan- 
cial auditing to protect the public interest, a future generation of 
lawmakers will be obligated to reconsider the very issues we will 
discuss today. 

I now yield to our first witness. I ask that you keep your oral 
statements to 5 minutes. Be assured, however, that your written 
testimonies will be made a part of the record. Again, I express my 
gratitude for your presence this morning. Postmaster General, 
please proceed. 

TESTIMONY OF HON. JOHN E. POTTER , 1 POSTMASTER 
GENERAL, U.S. POSTAL SERVICE 

Mr. Potter. Good morning, Mr. Chairman. Thank you for the 
opportunity to speak with you today about the transformation of 
the U.S. Postal Service. 

One year ago, the Congress asked the Postal Service to create a 
comprehensive Transformation Plan that would chart its current 
and future mission and the reforms that would be necessary to ful- 
fill that mission. We delivered that plan to Congress 1 month ago. 

In developing the Plan, the Postal Service Board of Governors 
and Postal management reached out to our stakeholders, the mail- 
ing industry, Postal unions, our management associations, and in- 
dividual consumers. We received their input and recommendations 
on the future of the Postal Service. There was consensus among 
this very diverse group that the Postal Service must change if it 
expects to continue to provide universal service to all Americans. 
Our Transformation Plan maintains our commitment to that core 
value, that is, to provide access to postal service and daily delivery 
for all Americans, regardless of where they live, where they work, 
or their economic circumstances. 

It was that national mandate to provide universal service that 
led to the establishment of a network of post offices throughout the 
original 13 colonies. Today, we preserve that commitment by pro- 
viding a national communications network that connects 280 mil- 
lion people, 105 million households, and 13 million businesses 
across America through some 38,000 post offices, stations, and 
branches. 

Throughout our 225-year history, the Postal Service has adapted 
to meet the changing needs of our customers. The circumstances 
we find ourselves in today necessitate a reevaluation of our oper- 
ations and the business model which governs us. Today, we are ex- 
periencing extraordinary declines in mail volume and resulting 
losses in revenues. Our projected volume decline for this year will 


lr The prepared statement of Postmaster General Potter appears in the Appendix on page 39. 
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be more than six billion pieces of mail below last year. That is the 
largest volume decline ever experienced in a single year. 

Despite this decline, we are working to reduce our net loss below 
our earlier projections. To achieve this, we will reduce the number 
of career employees through attrition by 20,000 people this year. In 
addition, we will cut over 60 million work hours compared to last 
year, and we are postponing program expenditures and delaying 
capital investments. 

The net effect of these actions will reduce current year planned 
expenses by $2 billion. Those savings, combined with the $1 billion 
infusion of revenue from the early implementation of the rate case, 
means our projected net loss for the year will be in the range of 
$1.5 billion instead of what easily could have been a loss of $4.5 
billion. 

But these circumstances dictate that we must take a more com- 
prehensive approach to address these issues in the future. That ap- 
proach is presented in our Transformation Plan. The Plan identi- 
fies three parallel courses of action: First, initiatives to improve 
service and efficiency under current legislation; second, moderate 
regulatory and legislative change needed to better manage today; 
and finally, comprehensive legislative reform which addresses com- 
plex issues, such as a definition of universal service. Let me take 
a moment to discuss each. 

Internally, we have to balance the need to grow volume with the 
need for efficiency to assure affordable rates. In short, we must in- 
crease the value of our products. Value starts with service. Timely 
delivery remains our No. 1 priority. 

In addition, we have begun to leverage our experience with tech- 
nology to enhance our products and services. For instance, we have 
introduced the first intelligent mail product, called Confirm, that 
enables mailers to track their letters or flats through each step of 
the Postal Service distribution process. This tool gives mailers in- 
formation to plan marketing strategies and sales based on more 
predictable and reliable mail delivery. 

The second element of value is price. By law, we are required to 
set prices based on costs, which is why we have embarked on a 5- 
year plan to reduce costs by $5 billion through 2006. Our plans in- 
clude the use of technology to automate operations, facility and 
transportation network changes, and establishment of a customer- 
focused, performance-driven culture. 

I would add, Mr. Chairman, that we continue to work closely 
with representatives from mailers’ organizations, citizens’ groups, 
and our unions and management associations to solicit their input 
and support for these initiatives. 

Concurrent with this effort, we have focused on immediate, mod- 
erate regulatory and legislative changes. Our No. 1 priority is to 
modify the rates process to be more compatible with the needs of 
our customers and to provide management with the flexibility to 
grow the business. We have joined with the Chairman of the Postal 
Rate Commission, George Omas, to convene a joint summit of all 
stakeholders in the mailing industry later this month. While this 
effort may produce some positive results, a moderate change in leg- 
islation will assure that the will of the people, as determined by 
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its elected representatives, is carried out and that protection of uni- 
versal service is assured. 

To that end, the Transformation Plan calls for a comprehensive 
legislative change to address the future needs of the Postal Service. 
There are many complex public policy issues, such as the definition 
of universal service and the Postal Service’s business model, which 
require careful evaluation. 

While there were many alternatives for consideration, the Trans- 
formation Plan lays out three possible scenarios for our future. We 
have provided two scenarios that are at the far ends of the spec- 
trum of alternatives available, putting the Postal Service back on 
budget as a traditional government agency at one end, or creating 
a privatized corporation at the other end. 

In addition, we provided another scenario for converting the cur- 
rent business model to a Commercial Government Enterprise. This 
third model, a Commercial Government Enterprise, would provide 
the tools needed to ensure universal service for the American pub- 
lic and long-term financial stability. Essentially, the Postal Service 
could become profit-driven, generate returns to finance capital 
projects instead of increasing our debt load, introduce flexible pric- 
ing based on market demand, and develop better relationships with 
our employees. 

These and other long-term changes to transform the Postal Serv- 
ice can only come with legislative reforms. Every American and 
every policy maker has a stake in Postal reform and trans- 
formation. The mailing industry of this country employs over nine 
million Americans. It contributes $900 billion to the Nation’s econ- 
omy, representing 8 percent of the gross domestic product. This na- 
tional asset must be protected and preserved. We look to this Sub- 
committee, the Congress, and the administration to help and guide 
us toward that goal. 

Finally, I want to take this opportunity to thank the American 
public for their support in helping us respond to the recent mailbox 
bombing incidents in the Midwest. Residents in rural areas helped 
by opening their mailboxes to minimize risk to our letter carriers 
and themselves. Our employees deserve credit, too, for their cour- 
age and commitment to deliver the mail under difficult cir- 
cumstances. Their actions brought new meaning to our commit- 
ment to provide universal delivery service to America. 

I also want to acknowledge and thank the many local, State, and 
Federal law enforcement authorities who worked to resolve the 
mailbox bombing incidents. I especially want to thank Acting Chief 
Inspector Jim Rowan for helping coordinate all our resources and 
getting 150 Postal inspectors deployed throughout the Midwest to 
help in the investigation. 

In reviewing the news accounts of last weekend, I was reminded 
that the American people place a high value on the daily delivery 
of their mail. It is that value that underscores the importance of 
universal service and the need to change the Postal Service. To 
that end, my staff and I would be pleased to work with this Sub- 
committee in any way possible to advance the transformation of the 
Postal Service. 

Thank you, Mr. Chairman. I would be pleased to respond to any 
questions or suggestions you might have. 
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Senator Akaka. Thank you very much for your statement. We 
certainly look forward to working together with you. 

I would like to call on my friend for any statement he may have, 
Senator Cochran. 

OPENING STATEMENT OF SENATOR COCHRAN 

Senator Cochran. Mr. Chairman, thank you very much. I am 
pleased to join you this morning to hear the presentation by the 
Postal Service, the Postmaster General specifically, of his Trans- 
formation Plan and his observations about the challenges that face 
the Postal Service, and to welcome David Walker, Comptroller. We 
appreciate very much your cooperation with our Subcommittee. 

I know that many of us, particularly Postal Service employees, 
long for the good old days when the worst thing that could happen 
to you if you were a Postal employee was to be bitten by a dog. 
[Laughter.] 

But the fact is, in this current environment, you can be 
anthraxed or pipe-bombed and confused with changing trends and 
demands in the marketplace. We are in a very fast transition 
phase, it seems to me, in terms of the business challenges that face 
the Postal Service, and I use that term “business” because I can 
remember when I used to talk about the fact that we have to real- 
ize that the Postal Service is really not a business. It is a service. 
It is the U.S. Postal Service. It has a greater and larger responsi- 
bility to the people of this country. 

So it is a unique challenge that the people who run the Postal 
Service face. It is not just one or the other. It is a combination of 
an entity that has to comply with the strict mandates of Federal 
law. It is independent from government. Congress really is not sup- 
posed to run it and meddle in its business, but it tends to all the 
time anyway. So there are a lot of anomalies when it comes to try- 
ing to figure out how to proceed to improve and fulfill the missions 
and the challenges of the future that I think the Postmaster Gen- 
eral has really articulated in his statement today very well. 

Reducing costs is a priority. Improving the reliability of services, 
that is a must, reaching out for advice from those who use the serv- 
ices out of the U.S. Postal Service, and realizing that we have to 
embark upon some commercial realities, government enterprises. 
The use of the phrase “commercial government enterprise” is inter- 
esting and challenging. I think we need to commit ourselves as a 
Subcommittee to working with you and trying to figure out ways 
to improve the basic underlying laws and restrictions that apply to 
the Postal Service. 

I am willing to commit to you my best efforts, and I am sure oth- 
ers of the Subcommittee and Congress will join me in that commit- 
ment today. Thank you. 

Senator Akaka. Thank you very much for your statement, Sen- 
ator Cochran. 

I would like to call on Senator Dayton for an opening statement. 

Senator Dayton. Thank you. Nothing at this time, Mr. Chair- 
man. Thank you. 

Senator Akaka. Senator Carper, any statement. 
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OPENING STATEMENT OF SENATOR CARPER 

Senator Carper. Thank you, Mr. Chairman, and to the Post- 
master General and to the Comptroller General, welcome, both of 
you. We thank you for your presence here today. We thank you for 
your good work, as well. 

I grew up in Danville, Virginia, and had a newspaper route in 
the mornings and in the afternoons. Later on, my stepson would 
deliver newspapers in New Castle, Delaware. If you go back to 
Danville, Virginia and New Castle, Delaware today, you do not 
have kids delivering newspapers anymore. It is a sign of the times. 

I think what your employees have been through in the last 6, 7, 
or 8 months with respect to the anthrax, the chemicals in the mail, 
and more recently the bombings in the Midwest, is a sign of the 
times, as well, and not a very good sign of the times. 

Postmaster General Potter, I would just ask that you convey to 
your employees our continued thanks for their service to all of us 
in what we know are challenging, challenging times. 

I think the attacks I mention may have come at what is perhaps 
the lowest point in the Postal Service’s 30-year history. Volume is 
down. Revenues are down. Deficits are growing and fixed costs are 
not going away. Some of the customers who left the Postal Service 
because of safety concerns in recent months may come back as the 
economy continues to recover. Others may never return and it is 
possible that the Postal Service would have lost a good number of 
them in any event. 

As the Transformation Plan that you submitted points out, the 
Internet is already eating into volume and will continue to do so 
in coming years as younger generations who are more comfortable 
with technology take advantage of innovations like electronic bill 
pay. I just paid my bills this weekend. It was interesting to note, 
and I thought about this in anticipation of today’s hearing, how 
many of the bills we pay now through electronic billing that we 
used to put stamps on the envelopes and pop them into the mail 
on Monday mornings. Obviously, we are not the only family that 
does that. 

So what do we do? What do we want our Postal Service to look 
like in the Internet age? These are questions we have to answer 
or else the circumstances will answer them for all of us. As GAO 
has pointed out, the Postal Service cannot simply continue to do 
business the way it has been doing it and continue to survive and 
prosper. 

One thing that we do need to think, I believe, long and hard 
about in Postal reform is whether to allow the Postal Service to be- 
come a “communication company,” as it has taken to calling itself 
recently. The Postal Service is in the mailing business and should 
stick to what it does best, I think, and that is delivering the mail. 
Offering e-commerce services and selling greeting cards and sta- 
tionery in the post office might be in some ways a little more excit- 
ing, maybe more challenging than delivering letters and packages, 
but we need to ask ourselves, will it improve the Postal Service’s 
bottom line and can it be done in a manner that is fair to the Post- 
al Service’s private sector competitors? 

Making smart management decisions aimed at increasing vol- 
ume, raising revenue, cutting costs, and capitalizing on quick, effi- 
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cient delivery of the mail will improve the bottom line, and that is 
for sure. 

A number of years ago, I went to business school and we did case 
studies, as a lot of students in business schools do, and I told my 
staff in anticipation of this meeting, Mr. Chairman, that if I were 
the person responsible for running the Postal Service, and particu- 
larly with the business school bent, I would be trying to figure out 
how to reinvent the company and probably how to turn it into a 
communications company. Doing so, however, may not be fair to 
the private sector companies with whom you compete for the non- 
monopoly business, and doing so may not be fair to those of us who 
pay for First-Class Mail and may be paying actually more than our 
fair share of the costs in order to cover the non-First-Class Mail. 

I believe, and we will get into this in Q&A, I believe that about 
50 percent of your revenues come from First-Class Mail. Those rev- 
enues cover maybe 70 percent of your operating costs, your institu- 
tional costs. That is a point I want to come back to a bit later. 

Mr. Chairman, I have a couple more things that are in my state- 
ment. I would ask unanimous consent that those comments be 
added to the record, and again, we thank our witnesses and look 
forward to just a real good dialog with you. Thank you. 

[The prepared statement of Senator Carper follows:] 

PREPARED OPENING STATEMENT OF SENATOR CARPER 

Thank you, Mr. Chairman and thank you General Potter for being here today to 
talk about the Transformation Plan the Postal Service submitted to Congress last 
month. Let me also thank you for your service to our country during what has been 
a difficult time for the Postal Service and postal employees across the country. 
Through the threat of biological attack and, most recently, bombs in mailboxes, 
you’ve all been vigilant in carrying out your mission — connecting America through 
the mail. I think I speak for all of my colleagues on the Subcommittee today when 
I say that your work is greatly appreciated. 

Unfortunately, the attacks I mention have come at what has to be the lowest 
point in the Postal Service’s 30-year history. Volume is down, revenue is poor, defi- 
cits are growing and fixed costs are not going away. Some of the customers who left 
the Postal Service because of safety concerns in recent months may come back as 
the economy continues to recover. Others may never return, and it is possible that 
the Postal Service would have lost a good number of them anyway. As the Trans- 
formation Plan points out, the Internet is already eating into volume and will con- 
tinue to do so in coming years as younger generations who are more comfortable 
with technology take advantage of innovations like electronic bill pay. 

So what do we do? What do we want the Postal Service to look like and do in 
the age of the Internet? These are the questions we have to find the answer to, or 
else circumstances will answer them for us. As GAO has pointed out, the Postal 
Service simply cannot continue to do business the way it has been and hope to sur- 
vive. 

One thing I think we should not do in postal reform is to allow the Postal Service 
to become a “Communications Company,” as it has taken to calling itself recently. 
The Postal Service is in the mailing business and should stick to doing what it does 
best — delivering the mail. Offering e-commerce services and selling greeting cards 
and stationery in post offices might be more exciting than delivering letters and 
packages but it will not improve the Postal Service’s bottom line. Making smart 
management decisions aimed at increasing volume, raising revenue, cutting costs 
and capitalizing on quick, efficient delivery of the mail will. 

Congress has a role to play in digging the Postal Service out of the hole it finds 
itself in. Our aim should be to allow the Postal Service to operate more like a busi- 
ness but in a way that is fair to its private sector competitors. First, we need to 
reform the rate-making process to give the Postal Service the flexibility to offer vol- 
ume and seasonal discounts that would increase volume and even to raise rates in 
high volume seasons or in the event of an energy crisis. We need to remove the 
break-even mandate and allow the Postal Service to retain earnings that could be 
invested in new technologies or saved for a rainy day. We may also need to look 



9 


into removing the constraints we place on the Postal Service every year during the 
appropriations process that require them to maintain expensive facilities and small 
post offices that they may need to carry out their mission. 

Most of the heavy lifting in the short term, however, will have to come from the 
Postal Service itself. I was pleased that the Transformation Plan took a step in the 
right direction by putting forward some strong proposals aimed at cutting costs and 
improving operational efficiency. One thing I’d like to learn from General Potter 
today, however, is where exactly the $5 billion in savings the Plan says it will gen- 
erate through 2006 will come from. 

All that being said, the toughest decisions Congress and the Postal Service will 
have to make in the coming months will be on what universal service should mean 
next year, or even 10 or 20 years from now when the pace of electronic diversion 
begins to quicken. Some easy answers would be to go to a shorter delivery week, 
to cut back service in hard-to-reach rural areas or to weaken delivery standards. I 
can’t profess to be an expert on postal issues but I truly believe that actions like 
these, while they should be examined, may weaken the Postal Service instead of 
strengthening it. Our overarching goal in postal reform should be to preserve as 
much of the promise of universal service as possible, not to preserve the Postal Serv- 
ice at its current size and under its current construction at all costs. Cutting service 
and raising rates to finance an inefficient Postal Service will only drive more cus- 
tomers away. 

In closing, let me say that its time for all of us, both here in Congress and in 
the mailing community, to get serious about the problems the Postal Service faces. 
The postal economy is too large and the number of jobs that depend on the mail 
is too high for us not to act. I congratulate the Chairman and Ranking Member on 
this subcommittee, Senators Akaka and Cochran, and Senators Lieberman and 
Thompson on the full Committee for doing their part in calling this hearing today 
and in asking the Postal Service to prepare this Plan we have before us. I also urge 
postal stakeholders — the unions, the mailers and the Postal Service’s private com- 
petitors — to recognize that, while they may not like some of what postal reform will 
inevitably mean, compromises will have to be made. If we don’t work together now, 
there may not be much left of the Postal Service to reform. Service should be our 
focus, not any one group’s narrow interests. If we don’t keep this in mind, I think 
we’ll all lose. The businesses and everyday Americans who depend on the mail, how- 
ever, will lose the most. 

Thank you again Mr. Chairman. I look forward to hearing from the witnesses. 

Senator Akaka. Your statement will be included in the record. 

Now, I would like to ask the Comptroller General for your testi- 
mony. 

TESTIMONY OF HON. DAVID M. WALKER , 1 COMPTROLLER 
GENERAL, GENERAL ACCOUNTING OFFICE 

Mr. Walker. Thank you, Mr. Chairman and Senators. I am 
pleased to be here today to participate in this hearing on the finan- 
cial condition of and transformation challenges facing the U.S. 
Postal Service. 

As you know, it was about a year ago that I appeared before this 
Subcommittee and we talked about the challenges that the Postal 
Service faced at that point in time. It was immediately after the 
GAO put the Postal Service’s transformation effort on our high risk 
list. As you know, our high risk designation normally generates 
light, with light, you get heat, and with heat, you get action. 

I am pleased to say that there has been a variety of actions 
taken during the last year, the most recent being the Service’s pro- 
mulgation of its proposed Transformation Plan, which I think is a 
positive step. I think in many cases, the Transformation Plan ex- 
ceeded the expectations of many parties. It represented a good faith 
effort to be able to address the nature and extent of the problems 


The prepared statement of Mr. Walker appears in the Appendix on page 46. 
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that the Postal Service faces and it also employed a three-step ap- 
proach. 

What can management do within the context of current law? 
What type of incremental legislative reforms might be helpful to 
the Postal Service to provide it with some additional flexibility, ad- 
ditional empowerment, and reduce some barriers, while at the 
same point in time coupled with appropriate transparency and ac- 
countability mechanisms to go with that? And what needs to be 
done on a long-term basis to deal with the fundamental trans- 
formation challenge that the Postal Service faces? 

Its current business model does not work in the 21st Century. 
Let me state that again. The Postal Service’s current business 
model does not work in the 21st Century and will not work in the 
21st Century. So there are fundamental questions that have to be 
addressed. 

At the same point in time, there are some key things that we 
think need to be addressed that were not in the Transformation 
Plan, a few key topics as well as an action plan, not only what 
needs to be done, but how to do it. What are the mechanisms that 
need to be done and what are the important milestones that can 
help to gauge progress? 

Mr. Chairman, you have been kind to include my entire state- 
ment in the record, let me hit a few of the highlights that I think 
it is important to keep in mind. 

Obviously, the catastrophic events of September 11 and the sub- 
sequent use of mail to transmit anthrax, as well as the most recent 
pipe bombings, have changed the ballgame fundamentally. They 
have served to decrease mail volume and they have served to in- 
crease the cost of the Postal Service, and only time will tell how 
much of this decreased volume and how much of this increased cost 
is long-term versus short-term in nature. 

Despite additional cost cutting efforts in the first half of fiscal 
year 2002, the Service’s revenues declined approximately twice as 
fast as its expenses, in part because the Service has large fixed ex- 
penditures that are very difficult to change quickly. 

Productivity increases continue to be difficult to achieve and sus- 
tain. As you know, recently, the Postal Service has been granted 
a rate increase to be effective on July 1. That will, among other 
things, end up increasing First-Class postage to 37 cents, an in- 
crease of three cents. I think while over a number of years, if you 
look over several decades, the Postal Service rate increases for 
First-Class Mail have equaled inflation. However, if you look since 
January 1999, its rate increases have far outpaced inflation, and 
if you look at what some of the underlying pressures that the Post- 
al Service faces, that is likely to continue to be the case in the fu- 
ture unless the Postal Service is successful in achieving the funda- 
mental transformation that we are calling for. 

Cash flow difficulties continue. The Service’s debt is budgeted to 
rise to $12.9 billion by the end of fiscal year 2002, up $1.6 billion 
from the previous year, and only $2.1 billion below the statutory 
cap of $15 billion. To conserve cash and to limit debt, the Service 
has continued to freeze its capital spending for most facility 
projects, resulting in a growing backlog, and that is just a timing 
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difference. Sooner or later, you are going to have to deal with it, 
and sometimes delays conserve to exacerbate the problem. 

The Service’s financial condition has deteriorated. Its liabilities 
exceed its assets. It has a negative net worth. The Service’s major 
liabilities and obligations are estimated at close to $100 billion, 
which include liabilities for pensions, workers’ compensation, debt 
to the Treasury, and certain other obligations for Postal retirement 
health benefits. 

While some of these amounts are reflected on the balance sheet 
of the Postal Service, some of these amounts are not. For example, 
$49 billion in unfunded retiree health benefits are not reflected on 
the balance sheet. In addition, they are not adequately disclosed in 
the notes. In addition, there is a $32 billion number that is re- 
flected as a pension liability, but it is also reflected as a deferred 
asset, therefore netting out to zero with regard to the Postal Serv- 
ices overall financial condition. 

Mr. Chairman and Senators, I am very concerned about whether 
or not the current accounting treatment for Postal retirement 
health obligations and pension obligations fairly presents the eco- 
nomic reality associated with the Postal Service’s commitments 
with regard to these programs. I have brought this to the attention 
of Postmaster General Jack Potter as well as the Inspector Gen- 
eral. We are trying to contact the external auditors, and I expect 
this is an issue that we are going to be talking about over the next 
several weeks. But the fact of the matter is that these are signifi- 
cant sums that, depending upon what the resolution is, could sig- 
nificantly change the net financial condition of the Postal Service 
today as well as the factors that will impact future rate increases 
and a variety of other factors looking forward. 

The Service’s financial difficulties are not just a cyclical phe- 
nomenon that will fade as the economy recovers. Its basic business 
model does not work. It is facing increasing competition, including 
from the two things that are on my belt. Through my wireless e- 
mail device, I get e-mail and can tap into the Internet, and through 
my cell phone, I can make unlimited calls nationwide to be able to 
keep in touch with parties, whether for business or personal rea- 
sons, rather than sending a letter, as was the case in the past. 

Clearly, a range of stakeholders are looking for positive and con- 
structive ways to work through the difficult Postal transformation 
issues and the Postal Service’s Transformation Plan is a positive 
first step. It is clear, however, that real transformation will require 
tough choices, shared sacrifices, and that it is unrealistic to expect 
that, given the complexity and the controversy associated with 
these issues and the difficulty associated therewith, that there will 
be a consensus on a plan forward, and, therefore, tough choices will 
have to be made. 

However, we believe that the Service’s worsening financial condi- 
tion and outlook intensify the need for Congress to act on meaning- 
ful Postal reform and transformation legislation. We believe that 
comprehensive legislative change will be needed to address certain 
key unresolved transformation issues, some of which have not been 
fully addressed by proposed legislation or the Service’s Trans- 
formation Plan. 
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Meanwhile, the Service’s growing financial problems call for con- 
tinued close Congressional oversight of its financial condition, 
progress, and meeting its Transformation Plan. We believe that it 
is important that there be greater transparency on a quarterly 
basis regarding to where the Postal Service stands with regard to 
its financial results, where it stands with regard to its Trans- 
formation Plan along the lines of what you would expect from a $67 
billion a year enterprise, one of the Nation’s leading employers, and 
if it was a Fortune company, would be a Fortune 10 company. 

The Congress’s strong support for the Service to develop the 
Transformation Plan, and this Subcommittee’s in particular, has 
helped to move the discussion forward. We look forward to working 
with the Congress to try to deal with these very difficult issues. 

Mr. Chairman, thank you again for the opportunity to appear. I 
will be more than happy to answer any questions you or the other 
Senators may have. Thank you. 

Senator Akaka. Thank you very much, Comptroller General, for 
your candid statement. 

I would like to ask my friend, Senator Stevens, for any statement 
you may have. 

OPENING STATEMENT OF SENATOR STEVENS 

Senator Stevens. You are very kind, Mr. Chairman. I am sorry 
to be late. I do not have any questions. I am pleased to be able to 
be here for this annual event. No State in the Union has more in- 
terest in the continued health of the U.S. Postal Service than my 
State. Without any basic road system, the Postal Service delivers 
our mail literally through hail, sleet, and snow, and we are pleased 
to have an opportunity to work with the Postmaster General and 
I appreciate Mr. Walker’s report. Thank you very much. 

Senator Akaka. Thank you very much, Senator Stevens. 

Let me begin the first round of questions by asking the Post- 
master General to detail the consequences if the short-term options 
proposed in the Transformation Plan are not adopted. I would also 
like to know what the consequence will be if the Service reaches 
its statutory borrowing limit of $15 billion. 

Mr. Potter. Let me begin with the borrowing limit. Obviously, 
it is my job and the job of everyone in the Postal Service to make 
sure that we do not reach that borrowing limit. The Board of Gov- 
ernors of the Postal Service has been very clear in its direction to 
Postal management that we are not to exceed that borrowing limit. 
By law, we cannot, and we are not to seek relief from that because 
that simply pushes the cost of providing today’s service on future 
ratepayers. 

I can assure you that we have no intention of hitting that bor- 
rowing limit this year. Our plans would result in us not approach- 
ing that borrowing limit next year, and it is our job to make sure 
that we do not do that, not only in the near future, but in the long 
term. 

As regards what we are doing today, our short-term plans, obvi- 
ously, there are many things that we built into the Transformation 
Plan that we in the Postal Service can control, particularly when 
it comes to efforts to improve the value of the mail, both from a 
service standpoint as well as a cost standpoint. We are very proud 
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of the efforts of the men and women of the Postal Service, particu- 
larly this year, to reduce our costs. 

We have had eight accounting periods thus far in our fiscal year. 
The first accounting period, our total factor productivity was a neg- 
ative 2.9 percent. That was the period right after September 11. 
Then we had our accounting period five, which is just post-Christ- 
mas, where we had a negative 0.9 percent total factor productivity. 
In every other accounting period, our total factor productivity has 
been positive, and year-to-date, our total factor productivity is posi- 
tive. It is 0.2 positive. Our labor productivity, output per work 
hour, is up 1 percent. 

So we are managing the business. Our employees understand the 
challenge that faces the Postal Service. They are responding to that 
challenge, and given the fact that we will lose some six billion 
pieces of mail this year, I think our people, right on down to the 
clerks, mail handlers, carriers, rural carriers, are doing their part 
to make sure that the Postal Service remains efficient. 

We do need help, and we are seeking short-term legislative help, 
particularly in the area of pricing, because there we feel that there 
are opportunities to grow the business and we are exploring those 
with the Rate Commission. We think there are opportunities to im- 
prove the relationship between the Postal Service and our unions. 
We spend some $300 million a year on dispute resolution. That cer- 
tainly represents an opportunity where, working with our unions 
and management associations, to address those costs to see wheth- 
er or not we can bring them down. 

So we are embarked on a very aggressive plan, what we can do 
within the current legislation. Beyond the current legislation, we 
are seeking help, but believe me, we are going to work as hard as 
we can, regardless of what happens, to do our best. The more tools 
that are available to Postal management, the greater our oppor- 
tunity will be to succeed in the short run. 

Senator Akaka. Mr. Walker, last spring, the GAO placed the 
Postal Service’s transformation efforts on your high risk list, as you 
have stated. What should the Service do to move forward and make 
progress on implementing the actions called for in its Trans- 
formation Plan, and would taking these actions remove the Postal 
Service from the high risk list? 

Mr. Walker. First, Mr. Chairman, I think that Postmaster Gen- 
eral Jack Potter and his management team, working with other 
stakeholders, including the Board of Governors, are taking this se- 
riously and they are trying to do what they can within the context 
of current law to try to achieve cost reductions, to enhance produc- 
tivity, while at the same point in time improving service. 

I do, however, believe that they cannot do it alone. I believe that 
legislative changes are in order. Specifically, some additional flexi- 
bility, additional transparency and accountability, and other issues 
have to be addressed by elected officials, issues such as what is the 
definition of universal postal service in the 21st Century? 

Clearly, as Senator Stevens pointed out, there are areas of this 
country that rely very heavily on the Postal Service, and whatever 
that definition of universal postal service is, the Postal Service has 
to meet it irrespective of the cost, irrespective of the geographic 
proximity. But now, today, I would respectfully suggest, given the 
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advances in technology and alternative means of communication, 
the definition should be fundamentally different than it was in the 
1700’s when the Postal Service was created. 

I also think that it is important that other key issues be ad- 
dressed, as well, that are not in this transformation effort, and im- 
portantly, there is going to have to be a vehicle to achieve this type 
of change. We have said before that we think that some type of 
commission is likely to be necessary in order to be able to make 
a package of recommendations that the Congress can consider as 
a package, possibly for an up or down vote, because of the difficult 
choices that are going to have to be made. 

The infrastructure has to be rationalized. There is a difference 
between points of service, which arguably should be more numer- 
ous than they are now, and bricks and mortar, which, hopefully, 
you would want to minimize the amount of bricks and mortar, not 
only for cost reasons, but for security and safety and various other 
reasons. 

In summary, I think that there are things that the Postal Service 
can and should do within the context of current law, but I do not 
think there is any question that legislation is going to be necessary 
and that probably some sort of commission is going to be necessary 
to address some of these more fundamental questions where there 
are legislative constraints or other constraints that exist. 

Senator Akaka. Mr. Potter, as you know, our request for a 
Transformation Plan was prompted by the need to have a more 
complete and accurate picture of the Postal Service’s financial situ- 
ation. One of our primary goals was to learn how the Postal Service 
planned to reduce its outstanding debt, an issue that is of serious 
concern to the Treasury Department, as well. Would you comment 
on why the Plan did not provide specific details on how the Postal 
Service will reduce its debt or offer benchmarks to judge the Postal 
Service’s progress? 

Mr. Potter. Mr. Chairman, when we put together the Trans- 
formation Plan, it was during a very trying period for the Postal 
Service. Earlier projections for this fiscal year called for the Postal 
Service to have some 212 billion pieces of mail this year. Right 
now, our best estimate is that we will come in somewhere around 
200 billion pieces of mail. 

Given the circumstances, it is very difficult to understand wheth- 
er or not the changes, as the Comptroller General earlier said, that 
we have seen, particularly at the beginning of this fiscal year, are 
structural or whether they would rebound. So it was very difficult 
for us to make any sort of accurate projections on where volume 
was going to go long-term. 

Suffice it to say, though, that there are serious challenges facing 
the Postal Service. The diversion of First-Class Mail to electronic 
medium is potentially as high as $18 billion. The timing of that di- 
version is in question, and certainly if we had gone back 5 years, 
there are many people who would have expected that the diversion 
would have happened at a much more rapid pace than it has over 
this past 5 years. 

So it was difficult in terms of being able to project into the future 
what our volumes would be, and considering the circumstances 
that we found ourselves in over the last 6 months with the threat 
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of anthrax, the great impact on the economy that we have seen, 
and the recessionary period that we find ourselves in. 

That is not to say that we are not working to develop better pro- 
jections, and certainly there are limitations within the current leg- 
islation for us to reduce our debt load. We are taking actions that 
we feel are possible in terms of improving productivity as well as 
our efforts to increase our volumes. But we are very much limited 
in terms of our ability under the current legislation to be much 
more aggressive than we have been. 

Senator Akaka. Mr. Potter, I thank you for your response. As 
you know, I believe the Service’s financial house must be in order 
before the Postal Service is granted greater flexibilities and I want 
to be as helpful as possible in this regard. 

Mr. Walker’s testimony points to the need to focus on the trans- 
parency and accountability issues. I would, therefore, ask that be- 
fore we hold our annual hearing to receive your report to the Sen- 
ate this fall, we have a detailed step-by-step plan as to how the 
Postal Service will reduce its debt and what further steps the Serv- 
ice will take to provide greater transparency of its finances. This 
will increase our understanding, I believe, of Postal finances, and 
I thank you for your responses. 

Let me then move on to questions from Senator Cochran. 

Senator Cochran. Mr. Chairman, thank you very much. 

General Potter, you mentioned in your presentation of this 
Transformation Plan the necessity to have a transition to a less 
monopolistic and more competitive organization, but you also sug- 
gested in the long term some parts of the Postal monopoly are lia- 
ble to remain. How important is this retention of the monopoly on 
letter mail, and in order for the Postal Service to be transformed, 
should this, too, be changed? 

Mr. Potter. One of the strengths of the Postal Service, the key 
strength, is the universality of the service that we provide to all 
Americans. Our ability to offer uniform rates, affordable rates, to 
all Americans is contingent upon, in my opinion, having a monop- 
oly, which we do today, for letter mail. Lack of a monopoly would 
have competitors coming in and literally skimming the cream off 
the top. They would serve big cities at a reasonable price but would 
not serve rural communities, and certainly people in Alaska and re- 
mote parts of Hawaii would not have access to affordable services. 

So, therefore, I believe it is very important that the Postal Serv- 
ice have a monopoly. Again, that is the will of the people, and it 
is there in law today. I think there were a lot of very sound reasons 
why a monopoly was created for that product, and I believe, looking 
into the future, that those reasons for the establishment of a mo- 
nopoly for letter mail are probably stronger today than they have 
ever been in the past. 

But I do feel, on the other hand, that the Postal Service does 
need to look at its infrastructure. These are public policy decisions 
for which we need guidance from the Congress, from the adminis- 
tration, from the Senate regarding where we go in the future, and 
that is why in the Transformation Plan we look to those decisions 
to be made in a legislative arena, not with the Postal Service mak- 
ing independent decisions, but with the will of the American public 
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to be the driving force behind the future of the Postal Service and 
the definition of universal service. 

Senator Cochran. In that connection, there is a statement in the 
executive summary that universal service could be defined under 
contract, a contract between the Postal Service and the govern- 
ment. Do you see any difference between the current universal 
service obligation and the Postal Service’s performance of universal 
service as a commercial government enterprise? 

Mr. Potter. It is very interesting. If you ask ten people what the 
definition of universal service is, you tend to get 10 different an- 
swers, so we have to start with a clear definition of what that is. 
In my mind, universal service is 6-days-a-week delivery to every 
delivery address. It is a uniform rate across the country. And by 
law today, it is the existing infrastructure of 38,000 post offices. It 
is that infrastructure that we are talking about when we define 
universal service. 

Now, as we look to the future, there are within each of those 
definitions opportunities to save money and keep rates affordable, 
but also, in some cases, to make changes that would improve the 
service offerings that people have. 

I was pleased to find a GAO report from the 1970’s, as an exam- 
ple, that looked at post office closings. They said that in the evalua- 
tion of some of the post offices that were closed at that time, that 
the level of service that was provided to those customers or those 
post offices actually increased customers did not have to pick up 
their mail at the post office, because we delivered mail to the door 
of the customer. Rural carriers sell stamps. They are literally a 
post office on wheels. So rather than forcing a customer to come to 
the post office, we actually brought the post office to each of those 
customers. 

So, again, I think we have to look at those opportunities and 
carefully evaluate how we provide service today to the American 
public that is different than what might have been provided in 
1970, and a change in the law is required. A redefinition, given to- 
day’s marketplace, of universal service, I think, would be beneficial 
not only to the Postal Service but to the American public as well. 

Senator Cochran. We are all aware of the anthrax challenge and 
these other threats of terrorism and the realities of terrorism, and 
you talk about the inevitability of increases in costs. How much of 
the financial difficulty that the post office faces now can be attrib- 
uted to the terrorism threats and the reality of the terrorism acts 
that we experienced after September 11? 

Mr. Potter. I am very proud of the fact that the confidence that 
the American public has in the mail has bounced back. We saw a 
significant decline in people’s confidence in the safety of mail short- 
ly after the anthrax incidents, but that confidence in the mail has 
bounced back. 

I believe that when one looks at the volume decline that the 
Postal Service has experienced this year, you can point to two fac- 
tors. The first factor is that, certainly, the incidents of September 
11 had an impact. But if you look at us today, the recession is the 
No. 1 issue affecting mail volume. One part of that recession is the 
very weak advertising economy, because about 10 percent of First 
Class-Mail is advertising mail. Our volume of First-Class Mail 
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dropped more than 2 percent initially after September 11. We are 
back to same-period-last-year (SPLY) levels on First-Class Mail. 
For advertising mail, though, we are still seeing a 3 percent decline 
from SPLY. Certainly, there has been diversion to electronic me- 
dium over that time, but the bigger impacts have been the reces- 
sion, the downturn in the economy, and particularly within the 
economy, the tremendous impact on advertising. 

Senator Cochran. Let me turn now to the Comptroller General. 
Mr. Walker, it was your idea when you testified before our Sub- 
committee that a Transformation Plan ought to be developed, and 
because of that, we sent a letter to Mr. Potter asking that he pro- 
vide us with a Transformation Plan. Senators Akaka, Thompson, 
and Lieberman joined me in making that request. 

Do you see this as a plan that is responsive to the suggestions 
that you made and responsive to the reasons that you had in mind 
why a Transformation Plan ought to be formulated and presented? 

Mr. Walker. Senator Cochran, I think it is a positive first step. 
As I mentioned before, I think it exceeded the expectations of many 
parties as to what it was going to be. I do, however, think there 
are some important items that are not in the Transformation Plan 
that need to be addressed. For example, how we are going to go 
about defining universal postal service in the 21st Century? 

Second, what about the infrastructure? How is the infrastructure 
going to be reviewed and rationalized? 

Third, what about comparable wages? What are comparable 
wages? What about labor flexibility? It is not only a matter of hav- 
ing the right number of people, but it is having the right number 
of people with the right skills and knowledge in the right place to 
get the job done, and sometimes that can be a problem. 

There are issues like the governance structure. Does the govern- 
ance structure of the Postal Service make sense now, given the fact 
that it is, in effect, a Fortune 10 company, the second largest em- 
ployer in the United States, and yet its governance structure is un- 
usual, I think. For example, there is nobody at the Postal Service 
at the management level that is appointed by the President and 
confirmed by the Senate. The Postmaster General is appointed by 
the Board of Governors, and so, therefore, what does that do to ac- 
countability with regard to the American people? Also, the composi- 
tion of the governance structure, the board itself. 

I think there needs to be a look at not only the debt service re- 
payment, which has been mentioned here this morning, but also 
the issue of the significant retirement obligations. Thirty-two bil- 
lion dollars for pensions, $49 billion for post retirement health, $81 
billion in total, far exceeds the amount that we are talking about 
for the debt to the U.S. Government. So these are huge sums of 
money. What is going to be done about these items? 

Having an action plan for how are we going to take the good 
ideas that are in the Plan, what is the vehicle, what is the mecha- 
nism, whether it be a commission or otherwise, to try to deal with 
some of these issues that management cannot do on its own, that 
it is going to need enabling legislation to be able to address. 

Senator Cochran. Thank you very much, Mr. Chairman. 

Senator Akaka. Thank you very much, Senator Cochran. Senator 
Dayton. 
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Senator Dayton. Thank you, Mr. Chairman. 

General Potter, I hope I can evidence my skepticism and yet still 
be respectful of the enormity of the task that you have before you 
and the entity that you are charged with guiding. I think Senator 
Cochran said it well when he said at the outset that you are a serv- 
ice to this country and need to be recognized as such in a category 
almost under yourself. 

I have trouble with the word “transformation” in the context that 
you use it because I do not know what it is that you could be trans- 
formed to or how you would be transformed given the liabilities 
that you and the Comptroller General have outlined without going 
through something that would be almost draconian in its measures. 
If you were a business today and someone came in and was given 
the chance to transform you, I could only imagine what it would 
entail. 

But it would seem to me it would be — I mean, $81 billion in un- 
funded health and pension liabilities and negative productivity over 
the last decade, and 75 percent of your costs are in labor, as I re- 
call, and your liabilities exceed your assets, certainly you are not 
going to find many venture capital firms that are going to want to 
take you on. 

The measures that you would have to take to shed yourself of all 
of those liabilities and impediments would be such, and given, as 
you say, the constraints, social and the ones that you say Congress 
imposes, but certainly as an agent for the American people and the 
expectations established, I do not see how you would begin to be 
able to undertake those kind of extreme measures. Even if you had 
public license to do so, where would it get you? 

Mr. Potter. Well, your description of the enormity of the chal- 
lenge is real. I am not going to sit here and deny that the challenge 
is not significant. I think that one merely has to look at the num- 
bers, and we could easily draw the conclusion that privatization 
was not an option. We did not have stockholders, or people, or ven- 
ture capitalists lining up with dollars in their pockets to buy into 
this entity. 

What we do have, though, is an ongoing concern that meets its 
obligations. The obligations for health benefits and pensions is one 
that we have had since 1970 in terms of our transition from a Fed- 
eral agency to the U.S. Postal Service. By law, we are obligated to 
provide to our employees Federal pension benefits and Federal 
health benefits. They are non-negotiable. So you begin with some 
very basic structural requirements of the Postal Service. By law, 
we cannot eliminate a post office for economic reasons. So there are 
constraints within your ability to manage. 

In terms of long-term viability, transformation, I believe that the 
path, given all the constraints, is to be a better Postal Service and 
to begin to pay down, as best we can, those obligations. Certainly, 
if we are not successful, the $100 billion burden falls to the Federal 
Government. 

Senator Dayton. I guess it is my concept of that word that 
causes me difficulty, because as you say, if we were to eliminate 
all the legal constraints today and you just had to operate in the 
real world, most of those constraints would still exist. I mean, you 
cannot just shed pension and health obligations. You cannot shed 
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labor costs. You can negotiate and you can go through the disrup- 
tions that those kind of, as I say, literally draconian negotiations 
would entail. You could start shedding areas where you thought it 
was not advisable or profitable to serve, but you are what you are. 

Rather than, at least in my mind, trying to transform yourself 
into something that you, in a sense, do not want to be, because you 
said you want to retain the monopoly as the essential element of 
your operation, it seems to me that you would better serve the pub- 
lic purpose by just identifying how can you be the best at what it 
is that you are essential to do, which is to deliver regular mail 6 
days a week all over the country as efficiently and as cost effec- 
tively as possible. If it is not possible to do so within the param- 
eters of the modern realm, those of us who still want to pay our 
bills by stamp rather than by electronic device, then we are going 
to have to make adjustments. But I do not see how you can do any 
better by trying to get into some sort of transformation. 

Comptroller General, yes? 

Mr. Walker. If I can, Senator Dayton, I think the word “trans- 
formation” may or may not be appropriate to use in this context. 
If you talk about what is the Postal Service — and part of the defini- 
tion is, what do you want the Postal Service to be? I mean, part 
of the answer could be is it should focus more on core and so it 
should try to do less, but focus on core and do that to the best of 
its ability. That is part of the debate that I think is intended in 
the transformation. 

The other thing is that there are certain commitments and obli- 
gations that you have today that you cannot shed and you would 
not want to shed. It would not be right to do that. On the other 
hand, what you can do is to try to end up aggressively managing 
as much as you can from this point going forward to the extent 
that you have got the flexibility, the will, and the commitment to 
do that. We cannot change the past, but I think what we can do, 
hopefully, is try to see what can happen in order to minimize what 
that ultimate potential put option would be on the taxpayers, be- 
cause that is really what you are talking about. There is a put op- 
tion here on the taxpayers. 

Senator Dayton. And I guess I am much more comfortable with 
that parameter, Mr. Comptroller General. Where is the freedom 
within the structural yoke and how can you improve the quality of 
what it is that you exist to do? We have private enterprises who 
can do overnight deliveries and send things all over the world and 
the like. I mean, I do not know whether that is — I would be inter- 
ested to know whether that aspect of your business is a profitable 
one for you or not. But that is not why we need you to exist, unless 
you can do it more efficiently or unless you can generate revenues 
for other purposes. But we do need you to deliver the mail 6 days 
a week all over the country, unless we determine as a society that 
we would rather do it otherwise. 

I just think that rather than transforming yourself, just, as you 
say, improve the quality of what it is that you essentially are there 
to do and tell us, how can we help you or how can we modify the 
law that gives you a better ability to do that. I mean, 10 months 
for the Postal Rate Commission to be deliberating over what your 
rate should be and when it turns out to be what you proposed it 
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to be at the beginning, to me, is just absurd. There ought to be 
ways in which we can help you move more expeditiously and effi- 
ciently and do a better job of what you do, and that, to me, would 
be preferable to trying to figure out how you get yourself trans- 
formed into something that you are not going to be. 

Mr. Potter. I think what you just said is exactly what we at- 
tempted to do in the document. Transformation was not a Postal 
term, it was a Senate term. 

Senator Dayton. Well, I was not here then. [Laughter.] 

Mr. Potter. We were requested to provide a Transformation 
Plan, and we built a plan that gets at exactly what you just said. 
It attempts to, within the constraints and with the understanding 
that we are a service, to provide delivery of hard copy mail and 
provide access to those services for all Americans. We attempted to 
do that and build a plan that makes for a better Postal Service, one 
which would even be better and more enhanced if we had some 
freedoms within the statutory requirements to, again, make deci- 
sions about how we meet that obligation. 

Senator Dayton. We all want some form of transformation. I go 
to the Senate gym and I want to be transformed into this different 
figure from what I am. [Laughter.] 

Senator Stevens, one day he reported his weight. I was avoiding 
doing that. I did not want anybody even to look or to be able to 
see the notations, and he gave me good advice. He said, “You just 
have to set your mind to it and then do it.” Well, it involves, as 
you know, little steps that I would prefer not to take, like eating 
less and exercising more, but lo and behold, if I just sort of stick 
with that — I will never be like Mike, but I can get a little bit far- 
ther down the road to looking a little more like Senator Carper 
here. [Laughter.] 

I think that realm of the great is the enemy of the good, just get 
better. 

Mr. Potter. Right. Well, the Postal Service is committed to get- 
ting better. We welcomed the opportunity to build a Trans- 
formation Plan, but to build a plan that will make us better in the 
future, better serve the American public, and fulfill our universal 
service obligation. 

I looked at other agencies, because it is a term that has been 
used by other agencies in the Federal Government, and the dif- 
ference between us and what other Federal agencies were asked to 
do was that they were provided a direction. Transform yourself into 
this. Well, no one has ever defined what the “this” is for the Postal 
Service, and we attempted to do that with our Transformation 
Plan. 

Suffice it to say, there is more to be done. I do not disagree with 
the Comptroller General. There is more to be done. We are going 
to do our best to make it happen and to become a better Service 
and more financially stable, well into the future. 

Senator Dayton. And there are a lot of ingredients here to do 
that. 

Mr. Potter. Yes. 

Senator Dayton. Thank you, Mr. Chairman. 

Mr. Walker. Can I say, Mr. Chairman, for the record, I will as- 
sume responsibility for use of the term “transformation,” and the 
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reason I say that was because when we put the Postal Service on 
our high risk list a year ago, we said Postal Service transformation. 
We did so intentionally, because, obviously, the Postal Service does 
a lot of things right, and so we did not want to say the Postal Serv- 
ice, as an entity, was high risk. That would not be fair to the dedi- 
cated men and women that comprise the Postal Service. 

On the other hand, what we were really talking about is what 
should the Postal Service do, which could be more or less than it 
is doing now, but it is different than what it is doing now, and how 
should the Postal Service do business? I would respectfully suggest 
that no matter what you call it, transformation or whatever, those 
are the key issues. 

I would also respectfully suggest that the Postal Service in many 
ways is a microcosm of the challenges that many other Federal 
Government agencies face, and the Federal Government has to 
change what it does and how it does business, too, and the only dif- 
ference is with the Postal Service, you have got an income state- 
ment and a balance sheet. You touch virtually every American. It 
is easier to identify with and associate with the Postal Service. As 
a result maybe we start here first, but there is a lot more work to 
do on this. 

Senator Akaka. Thank you very much for your question and re- 
sponses. 

Senator Carper, do you have any questions? 

Senator Carper. I sure do. Thank you. 

Senator Akaka. I also need to call on Senator Stevens. 

Senator Carper. Let us go to Senator Stevens first. 

Senator Akaka. Senator Stevens. 

Senator Stevens. Go right ahead. 

Senator Carper. Thank you. Senator Dayton was talking about 
the gym, going to the gym and working out. We do have options, 
whether you are Senators or those who are not, with respect to our 
weight, our physical condition. We can eat more. We can eat less. 
We can eat different kinds of foods. We can exercise. We can run. 
We can go to the gym. There are all kinds of different things we 
can do to enhance our physical health. 

In some respects, we do not give that kind of freedom of flexi- 
bility to the Postal Service. In your transformation document, you 
refer to some of those. I have heard the Comptroller General talk 
about some of them, as well. I would like to focus on those initially, 
if we could. 

Let us talk about pricing — pricing the product that you sell. Just 
explain to me, just crisply and succinctly, if you will, the process 
for pricing your services, for raising the cost of First-Class Mail 
and other kinds of service. Just run through that briefly for me, 
Mr. Potter, if you will. 

Mr. Potter. It is about a 16-month process. It takes about 4 
months for us to assemble the documentation necessary to file a 
rate case. After that, at the Rate Commission, we go through a 10- 
month process where we supply testimony; we supply witnesses. 
There is an opportunity for rebuttal testimony on our part, but 
there is also an opportunity for any intervenor to provide testimony 
regarding our rates. 
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After a 10-month period of time, the Rate Commission rec- 
ommends rates. It goes to the Board of Governors. The Board of 
Governors has the option of approving the rates as recommended. 
They can implement those rates under protest and send them back 
to the Rate Commission for reevaluation. 

And then assume that the Board of Governors adopts the rates 
as recommended by the Rate Commission. Then we provide cus- 
tomers with a 2-month period, at a minimum, prior to implementa- 
tion. That allows the more sophisticated customers an opportunity 
to update their computer systems for the new rate structures, and 
it gives us an opportunity to get stamps in place so that we can 
implement the new rates. 

All in all, it is approximately a 16-month procedure, and gen- 
erally, again, because of the timing, you try to predict what your 
revenue requirements are going to be, in many cases, 2 years-plus 
out. Given the fact that, for argument’s sake, we are a $70 billion 
industry, a 1 percent swing in terms of our projection, if it is a 3- 
year projection, that is $210 billion, a $2 billion swing. So it is a 
very difficult process. 

Senator Carper. How would you like to change that, and then 
I am going to ask Mr. Walker to critique the proposed changes, if 
you would. 

Mr. Potter. We have two different, very different, clientele that 
we serve. One is major mailers, and the major mailers have told 
us repeatedly for years that they would prefer to have much more 
predictable rates. They would prefer, for example, that we have an- 
nual smaller rate increases versus what ends up today being a 2- 
year-plus cycle, and they get hit with large increases. 

So our desire would be to have phased rates for commercial mail- 
ers, and for John Q. Public, individual mailers, we would prefer to 
have a rate cycle that might be on a 2-year or 3-year basis because 
people do not like to go and buy a penny stamp, or in this case, 
a three-cent stamp, to augment what they have, and we would look 
to do that. 

We would also like to have the ability to have market-based 
rates for non-monopoly products. There are products that, because 
they are cost-based, we simply do not price as high as we might 
be able to if we were basing it on market -based rates. 

And, last but not least, we would like to have the ability to nego- 
tiate prices with individual customers where the customers’ mail, 
the contribution from that mail, what they contribute to overhead, 
can be enhanced through an agreement. That agreement might 
have that customer perform work that is beyond what is called for 
in our current rate offering, whether that is pre-sort or discounts 
or work share offerings. Where there is an opportunity for the Post- 
al Service to benefit and the customer to benefit, we believe that 
we should have the flexibility to work out those arrangements and 
grow the business. As a result of making sure that the contribution 
was maintained on increased volume, all rate payers would benefit. 
Those are the main things that we are concerned about. 

Senator Carper. All right, thank you. Mr. Walker. 

Mr. Walker. My comment at the highest level would be that we 
believe that there is conceptual merit to many of the changes that 
the Postmaster General is suggesting. We do, however, believe that 



23 


you would have to couple it with additional flexibility. Because 
right now, they basically have a one-size-fits-all approach, and one 
would debate whether or not that makes sense, especially if it 
takes an average of 16 months in order to make a rate increase 
happen when new generations of technology happen every 18 
months nowadays. 

At the same point in time, if you are going to provide additional 
flexibility, you have got to have adequate transparency and ac- 
countability mechanisms to understand what is being done and to 
make sure that it makes economic sense and to make sure that 
there are not unintended consequences happening with regard to 
other parties. 

One other thing that I would suggest is, in many ways, what we 
are really talking about here is what is universal postal service? 
What do you want to guarantee that everybody has a right to? For 
example, that might be everybody has a guaranteed right to receive 
postal delivery at their location X-number of days a week. That X 
may not be six. That is something to be decided. 

On the other hand, if you want more than that, you can get it. 
It is your choice, but there is an economic cost associated with that. 
In many ways, these concepts are concepts that we are going to 
have to start coming to grips with in other areas where we have 
big financial imbalances, like health care, where sometimes we try 
to define a one-size-fits-all and where we have a huge financial im- 
balance, we are going to have to start talking about, well, what is 
the minimum? What do you want to guarantee that everybody has? 
And then are there other choices or options that you might be able 
to make available to people if they want it and if they think they 
need it, but there are some economics, whether it be on the — dif- 
ferent forms of customers, if you will, I think, to be able to deal 
with it. 

Senator Carper. Mr. Walker, earlier in your comments, I think 
you said that the U.S. Postal Service model as it exists today is not 
a working model, not a workable model for the 21st Century. My 
recollection is Senator Stevens was present at the creation of the 
model that has worked now for over three decades and deserves a 
lot of credit for the leadership, time, and energy that he put into 
its creation. 

If this is not a workable model, if the current model is not work- 
able in the 21st Century, what major changes do we need to make 
so that it does become a workable model? 

Mr. Walker. Well, I think that 

Senator Carper. You talked about some of them with respect to 
pricing flexibility. What are some others? 

Mr. Walker. Right, and there are many outlined in my testi- 
mony, but I think the bottom line is that while what was done in 
1970 under Senator Stevens’ leadership and others obviously made 
sense at the time, the world is a fundamentally different place in 
2002 than it was in 1970 in so many different ways. What is more 
important is not what it is today or what it was in 1970, but how 
rapidly it is changing and what forces are we experiencing today 
and are we likely to experience looking forward. I think if you look 
at all of those factors, the numbers just do not add up. It just will 
not work. 
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And so I think you need to do a number of the things that the 
Postmaster General has talked about within the context of current 
law and you need to address the elements that I talked about that 
are not in the Transformation Plan and we need to figure out what 
is a mechanism, be it a commission or whatever else, to try to start 
dealing with some of these difficult questions to make some rec- 
ommendation to the elected officials who represent the American 
public so that they can make informed judgments about what 
makes sense looking forward. 

Senator Carper. General Potter, your thoughts with respect to 
Mr. Walker’s assertion that the Postal Service as it exists today is 
not a workable model in the 21st Century? 

Mr. Potter. Well, I believe that the challenges that face the 
Postal Service require change, and I think we outlined a significant 
amount of change that we can make internally today that certainly 
should be available to the Postal Service, particularly in terms of 
defining its infrastructure. We should have the most efficient infra- 
structure possible that serves the American public. 

Regarding the long-term model, again, as I said earlier today, the 
challenge to a monopoly product, First-Class Mail, and the risk 
that we have in terms of diversion of that product make the busi- 
ness model that we have today, under the current definition of uni- 
versal service, one that will not have the Postal Service sustain 
itself long into the future. We do need to change to meet the chal- 
lenges that face us. 

Senator Carper. Mr. Chairman, my time has expired. If there is 
a second round, I would welcome the opportunity to ask a couple 
more questions. Thank you. 

Senator Akaka. Thank you for your questions and the responses. 
Senator Stevens. 

Senator Stevens. Thank you, Mr. Chairman. 

It appears to me, or maybe I should say it sounds to me like 
some people are suggesting more Congressional involvement in the 
Postal Service. I hope that is not the case, because I remember too 
well the time when we appointed the postmasters in every little 
town in our States. If nothing else, we had one friend and 12 en- 
emies because everyone wanted to be postmaster. 

But from my point of view, it seems to me we are premature in 
transitioning into the perfect model for this century because there 
is a generational problem. I was told the other day that when the 
baby boomers retire, that generation will be the first generation 
that is really computer literate and we are going to go into a dif- 
ferent mode, I think, in terms of mail and in terms of personal mail 
sometime around 2015, according to the projection I saw. 

But let me go back and ask this question. It is my memory that 
a lot of this debt that we are talking about today really comes out 
of the old Post Office Department. Has that debt ever been totally 
eliminated? I think you are still carrying forward enormous debt, 
are you not, from the Post Office Department? 

Mr. Potter. Well, we are carrying a liability for retirees, some 
of whom worked under the old Post Office Department, so in that 
regard, yes, we do have some liability that is carried over. 

Senator Stevens. Another difficulty I have with the Postal Serv- 
ice, looking at transformation or transition, whatever you want to 



25 


call it, is that in most of the rural areas, the package delivery serv- 
ices reach a certain point and then they drop them in the mail. 
Most people do not understand that. These ubiquitous services are 
in the urban areas. When they get to rural America, they just end 
up mailing the packages. If there is to be a total universal service 
delivery of packages, the Postal Service has to be maintained in the 
rural areas more than in the urban areas, would you agree with 
that? 

Mr. Potter. I would say that our ability even to provide afford- 
able package services in rural areas is dependent upon a national 
network of packages that provides the revenues necessary to main- 
tain that network. 

Senator Stevens. And it is the revenue base from the short-dis- 
tance delivery that gives you the ability to maintain the long-dis- 
tance, out to Unalakleet and Chignik and up into the mountains 
of Tennessee or Kentucky, is that not right? 

Mr. Potter. That is right. The short-term delivery, we make 
money on that, and that helps us with the greater cost for some 
of the more remote deliveries that we provide. 

Senator Stevens. And as we look at the First-Class Mail, one of 
the significant differences in delivery of First-Class Mail is the pro- 
tection for the U.S. Postal Service for the mailboxes, right? 

Mr. Potter. Right. 

Senator Stevens. None of these other businesses maintains the 
security services you have to assure the privacy of mailboxes. 

Mr. Potter. Right. We have the Postal Inspection Service, some 
2,000 people strong, that maintain the sanctity of the mailbox. 
Only a mail carrier can place or has access to a mailbox around 
America. 

Senator Stevens. And all you have to do is pick up a Sunday 
paper to realize how much that means, because if it were not for 
the privacy of that mailbox, all that stuff you get in your Sunday 
paper would be in your mailbox every day. 

Mr. Potter. Well, that would not bother me. I would like the 
revenue from that. [Laughter.] 

Senator Stevens. I question, really, the timeliness of really mak- 
ing decisions for a long-term future right now in terms of a trans- 
formation process. I still think we ought to be going for another in- 
terim period. The Postal Reform Act of 1970 really provided one in- 
terim period. It has lasted longer than we thought it would, really, 
30 years, 32 years. It does seem to me we ought to have an interim 
date in time and head for the time when more and more of the peo- 
ple involved are, in fact, using E-mail or digital mail and look at 
what the system is going to be sometime between 2015 and 2020 
and look out not much further than that, because I think tech- 
nology is tumbling so fast now, we do not know what is going to 
happen. 

The only thing I do believe is that no matter what we do now, 
if rural America is going to survive, it has to have the package de- 
livery service. How much of your business really is associated with 
packages now? 

Mr. Potter. It is probably on the order of about 6 to 7 percent 
of our business in terms of revenue. It is much smaller in terms 
of volume. 
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Senator Stevens. How about in terms of cost? 

Mr. Potter. In terms of cost, it is about the same. But we are 
the sole provider of package services to many addresses in Amer- 
ica, and so it is vitally important to those communities that the 
Postal Service maintain its presence in the package market. 

Senator Stevens. Precisely. And now we have the Social Security 
Administration and the IRS making it easy to deal with them to- 
tally online. That affects your revenue base, does it not? 

Mr. Potter. It certainly does, and we have seen a dramatic de- 
cline in revenue right here in Washington, DC, as a result of the 
Federal Government’s efforts to move mail transactions to elec- 
tronic medium. 

Senator Stevens. Let me get really provincial, because I think 
we are going to ask the Committee to mark up a bill here this 
month that deals with what we call the bypass mail system of 
Alaska. For your information, gentlemen, after the Airline Deregu- 
lation Act, we provided an essential air service concept for areas 
that had received air service and guaranteed they would receive at 
least 3-days-a-week service, and that was related to the mails, real- 
ly, because mail was delivered in those small planes. 

We then in Alaska found that one of the great problems was that 
some of the planes were capable of carrying packages, large 
amounts of packages, and some were not, so we devised what we 
call a bypass mail system. It literally bypassed the Postal Service, 
made up into pallets to the size of the carrier involved. That has 
gotten into a very difficult situation now with too many small 
planes and the cost has increased for the Postal Service. I under- 
stand the Postal Service expects to lose this year in excess of $100 
million in Alaska 

Mr. Potter. Yes. 

Senator Stevens [continuing]. And we are trying to counter that. 
Are you aware of the bill that Congressman Young and I have in- 
troduced to try and fix this system so we will still maintain the by- 
pass mail system and reduce the cost to the Postal Service? 

Mr. Potter. I am very aware of that legislation, and the Postal 
Service supports the passage of that legislation. We think it is vital 
to two things, one, providing a high level of service and, two, pro- 
viding economic relief in the sense that it will lower our cost to pro- 
vide that service. So we are very much in support of that legisla- 
tion. 

Senator Stevens. It is controversial up my way because it would 
prohibit further entry into that system as long as there were a suf- 
ficient number of planes available to you to handle the mail as it 
exists now unless new carriers want to provide passenger service, 
and it has become controversial, so the members will hear more 
later, but I appreciate your comment on it. 

My last comment would be this. If you look at the system now 
in terms of cost effectiveness, would you rather have the Post Of- 
fice Department or the USPS? 

Mr. Potter. I would much rather have the U.S. Postal Service. 
I think we have done a phenomenal job in terms of moving the 
mail effectively. As a matter of fact, I asked some people to go back 
and look at our statistics. Today, we have the same number of peo- 
ple in the Postal Service as we had in 1991. But since 1991, the 
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number of possible deliveries we have, the number of households 
and businesses that we serve, has gone up 15.4 million. So every 
day, 6 days a week, we are at 15.4 million additional doors than 
we were in 1991, and we have some 33 billion more pieces of mail. 

So we have managed to grow as America has grown, and we 
have done that, in my opinion, in an efficient way. I know Senator 
Dayton referred to some data regarding productivity, and I think 
we can have a debate about what model one might use to deter- 
mine productivity. But the fact of the matter is the Postal Service 
has met the demands of the American public in terms of new 
households and the growing volume in our system, and we have 
done that more efficiently and our people are doing an outstanding 
job. 

Senator Stevens. One last question. Mr. Walker, are you sug- 
gesting more Congressional involvement in management of the 
Postal Service? 

Mr. Walker. Senator, no, I am not suggesting that. What I am 
suggesting is, just as you noted, in 1970, where there was a need 
to go to a new model and that the Congress had a role to play in 
order to enact legislation that would enable that to happen, that 
we are now at the point today where in order for the Postal Service 
to try to address a number of these challenges, there is going to 
need to be legislation in order to position it for the future. 

You are correct in saying that a lot of things about this country 
are going to change in about 2015 because of the beginning of the 
retirement of the baby boom generation and we need to recognize 
that and we need to assess what changes need to be made in light 
of that fact, not just with regard to the Postal Service, but our fis- 
cal condition, among other things. 

But I do think Congress is going to have to do something similar 
to what it did in 1970. Namely, to step back and say, all right, this 
is not working. What do we need to do going forward and what 
type of legislation is necessary in order to enable the Postal Service 
to do the best that it can for the next 10 or 20 years without micro- 
managing. 

Senator Stevens. But you said something about not having a 
presidentially-appointed Postmaster. Do you think that is advis- 
able? 

Mr. Walker. I think that you just need to think if from the 
standpoint that the only persons that are directly accountable to 
the Congress with regard to access issues and testimony histori- 
cally have been presidential appointees or PASs. Fortunately, you 
have not had a problem with Postmaster General Potter. He has 
been kind to come up here any time you have asked him. I think 
that is appropriate, given his role and responsibility. 

But the only presidential appointees that you have with regard 
to the Postal Service is the Board of Governors and they are all 
part-time employees. I think you need to think about, given the 
challenges that the Postal Service has, do you think that is ade- 
quate for accountability to the Congress and the public? That is 
your call. 

Senator Stevens. My call would be the same as it was in 
1970 [Laughter.] 

Mr. Walker. And 
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Senator Stevens [continuing]. And that is to keep it as far away 
from Congress as possible 

Mr. Walker. I hear you. [Laughter.] 

Senator Stevens [continuing]. On a day-to-day basis and to get 
professionals in the Postal Service and use the Board of Governors 
as really overseers of those professionals and to assure the profes- 
sional capability. 

The Postmaster General is happy to come up here once in a 
while because every once in a while, we do give him a little bit of 
money. 

Mr. Potter. True, and we appreciate that. [Laughter.] 

Senator Stevens. We just went through that period, and without 
it, they would not have survived. So I think that there is always 
the connection of ultimately stepping in with Federal money. I 
think we ought to step in with Federal money to try to slowly re- 
tire some of that debt, too. That is eventually going to be our bur- 
den. We would be better off to attack it on the basis of a few hun- 
dred million a year than to sometime have to swallow $8 or $9 bil- 
lion, and I really think we should do that. 

But I thank you very much for your comments. I personally be- 
lieve that this system has evolved better than any of us dreamed 
it could at the time, because the Post Office Department was a 
mess and I do not think that the Postal Service is a mess now. So 
we need to try to improve it, but Senator Hollings tells me, “Don’t 
fix it if it ain’t broke,” and I do not think the Postal Service is bro- 
ken. 

Mr. Walker. Senator, I would totally agree with you that you do 
not want Congress involved in ongoing operations of the Postal 
Service or, frankly, any other entity. I mean, the Congress should 
not be micromanaging any enterprise, if you will. You do need pro- 
fessional management. 

I do think you should look at the Board of Governors and make 
sure that you are comfortable with how that is working. Clearly, 
the Board of Governors, I would argue, if it is similar to a board 
of directors, you are expecting those individuals to be very knowl- 
edgeable about the activities of an enterprise of this size and mag- 
nitude and scope and that they should be the ones, in many ways, 
in the vanguard, talking about some of these difficult issues and 
bringing them to the attention of the Congress and trying to make 
sure that management is doing what it can, but to the extent that 
it cannot and it needs legislation, they should be here talking about 
that, as well. I think that is part of the governance structure. 

Senator Stevens. Thank you very much, Mr. Chairman. 

Senator Akaka. Thank you very much, Senator Stevens, for your 
historical perspectives and solutions that you bring to the Sub- 
committee. 

Let me begin the next round with a question for Mr. Potter. Mr. 
Postmaster General, I was pleased that the Plan highlights the 
longstanding human capital and labor issues facing the Service. Ac- 
cording to the Plan, “Challenges in this area include workforce 
planning and complementary adjustments within the constraints of 
current labor agreements.” Would you explain why the Plan fo- 
cused solely on the Railway Labor Act and whether other options 
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have been discussed now that you have met with the union rep- 
resentatives. 

Mr. Potter. We have begun a process of working with our union 
leadership to address some of our concerns about the collective bar- 
gaining process and the dispute resolution processes that we have. 
I am very happy with the nature of those interactions. I think that 
management has built trust with our unions and management as- 
sociations, and that trust, believe it or not, started with the an- 
thrax incident. I mean, we have been working right along together 
for a number of years, but I think that crisis solidified our relation- 
ship, because early on, we brought the leadership, the union lead- 
ership, and management association leadership, together to discuss 
what was going on with anthrax. We made them part of our day- 
to-day management meetings regarding that topic. 

We followed that same model with the recent mailbox pipe 
bombs, brought them in early, communicated to everybody. In my 
mind, the key to the future is communication. 

What we are attempting to do with our discussion of the Railway 
Labor Act is to highlight the problems that we have with the cur- 
rent arbitration model. That model, that collective bargaining proc- 
ess model that we have today, has both parties come to a table and 
state public positions that are very much apart. Management 
might say that the employees deserve no raise. The employees 
could say, give us 10 percent per year. And then, from a public 
standpoint, we retain those positions because of the fact that, ulti- 
mately, we might end up in front of an arbitrator. So neither party 
wants to state publicly as to what their positions are. 

In the meantime, in the back room, we manage to narrow those 
differences, and then, if we are lucky and if things work out, we 
reach agreements. Recently, we just reached an agreement with 
the National Association of Letter Carriers on a 5-year deal. We 
have had successful negotiations. But if we do not reach a nego- 
tiated agreement, we go to optional fact finding, where again the 
parties go back to stating diametrically opposed positions to pos- 
ture themselves for arbitration. We might narrow the difference in 
fact finding or optional mediation, and then we move into arbitra- 
tion, where again, publicly, we have significant differences, just to 
narrow them again and then have an arbitrator make a decision. 

Well, our proposal, and what we think the benefits of the Rail- 
way Labor Act would be, is that it would have us use a mediator 
to narrow our differences and push the parties toward settlement. 
Both parties would not have the easy out that they do today with 
an arbitrator. 

Now, we have also had discussions with the unions about a proc- 
ess called med-arb, where after negotiations, if they are not suc- 
cessful, we move into mediation that would then carry through into 
arbitration. So if the positions are narrowed, the arbitrator’s deci- 
sion would be on a narrow range of topics as opposed to a very 
broad range of topics. 

We are going to continue to have discussions with our unions on 
this matter. Our goal would be to reach agreement with them, and 
should we reach agreement, then that would very much change our 
position regarding what ultimately would need to be legislated. 
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So we are working every track we can. Short-term, we are trying 
to work with the parties that might be impacted by the changes 
that would affect them throughout the Transformation Plan. We 
are working again with you and the Congress on some short-term, 
less complex legislation that would give us a few tools, and then 
long-term, on the more complex legislative reform that we think 
would enhance the Postal Service’s ability to provide for its uni- 
versal service obligation. 

Senator Akaka. Do you have any further comments, Comptroller 
General? 

Mr. Walker. Yes, I do, Mr. Chairman. I think there is merit to 
the idea of trying to narrow the number of issues that might go for 
binding arbitration. Obviously, to the extent the parties can agree 
through the normal collective bargaining process, that is desirable, 
but mediation, the possible use of mediation before you get to the 
point of arbitration, I think is something that should be given seri- 
ous consideration. 

There are some important issues here that have to be focused on 
that in my opinion have not been focused on adequately in the past 
under the current system. First, what is competitive compensation? 
On what basis are you trying to determine what comparable wages 
are, and by the way, you just cannot go by wages. You have got 
to consider total benefits, including pension benefits, retiree health 
benefits, and a variety of other benefits. On what basis is there an 
attempt to try to understand what is competitive compensation and 
how is that cranked into the process right now. I do not think it 
is adequate right now. 

Second, what about labor flexibility? To what extent is there a 
need to try to create some additional flexibility with regard to utili- 
zation of the existing employees? 

Third, what about management? On the other side, what about 
management compensation arrangements? On what basis should 
management be paid bonuses and what type of productivity in- 
creases should be rewarded? Do they really increase capacity where 
it is needed? Do they really decrease cost? 

So I think there are a number of issues that have to be focused 
on here that I think the current system has not allowed it to be 
focused on adequately and some changes may be appropriate. 

Senator Akaka. Mr. Potter. 

Mr. Potter. If I could just add to that, regarding comparability 
to the private sector in terms of wages, comparability is an issue 
that has been the subject of many arbitrations over our 32-year 
history. Today, that is defined through arbitral history as opposed 
to being defined more narrowly by the legislation that guides us. 
So that is a term that obviously is subject to interpretation, and 
today, the interpretation is that of the third-party arbitrator that 
guides the outcome of our negotiations/arbitration. 

Senator Akaka. Mr. Walker, do you have any comments on the 
appropriateness of the Railway Labor Act for the Postal Service 
Act? 

Mr. Walker. Well, as I mentioned, Mr. Chairman, I think that 
the current process has resulted in some challenges, most notably 
in the area of comparable wages. I mean, in effect, the arbitrator 
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is trying to decide that without having some type of real foundation 
or definition as to what should be looked at. 

Before I became Comptroller General, among other things, other 
than being a CPA, I ran the global practice for a major firm in the 
human capital area and I dealt with executive compensation strate- 
gies and pension and health care. These are issues that are not 
novel concepts, and yet it does not seem to me that they have been 
adequately addressed, and you are talking about significant sums 
of money. Seventy-plus percent of the cost of the Postal Service 
deals with people costs. 

So I think that there are some issues that have to be looked at 
under the current act, including whether or not some definitional 
guidance ought to be provided in a few areas. 

Senator Akaka. Mr. Potter, the Transformation Plan suggests 
that the Postal Service, in finding new ways to reduce costs, may 
want to have more control over the investment of its retirement 
fund assets. Does the Service want to establish a new single em- 
ployer plan covering Postal workers, and if so, would it want to 
take over CSRS or FERS? Who would make the investment deci- 
sions and who would bear the risk? 

Mr. Potter. Today, our banker is the Treasury, and what we 
would propose is that the monies that are collected from our em- 
ployees in terms of their contributions to retirement be put to 
work. So, the risk would be borne by us, that is, the Federal Gov- 
ernment, but we think that there are vehicles there that would en- 
able those funds to be put to work to help contribute to the costs 
of providing those benefits. 

Senator Akaka. Thank you. I will yield to Senator Cochran. 

Senator Cochran. Mr. Chairman, just a couple more questions. 

On the issue of debt reduction, Senator Stevens made a point 
that I thought we need to think about some. You have come to the 
realization that there are only two ways that you can generate rev- 
enue to apply to debt reduction, cut costs or raise revenues, or a 
combination of both. Then there is the option that Senator Stevens 
suggested and that is direct appropriation by Congress to apply to 
debt reduction. What is your reaction to that? I will ask the Comp- 
troller General first, and then the Postmaster General. 

Mr. Walker. Obviously, there are a variety of parties that would 
like for the Federal Government to assume directly certain existing 
obligations, whether it be debt service or whether it be unfunded 
pension or health liabilities. When Congress created the Postal 
Service, the idea was it was supposed to be a self-sustaining entity. 
I mean, these types of obligations normally would have to be borne 
by an employer and they would be expected to be able to cover 
them in their cost. 

But, obviously, the Postal Service is a hybrid entity. I mean, it 
is, on one hand, a commercial enterprise, on the other hand, part 
of the social fabric of our Nation, and it is also part of the U.S. 
Government. So I think that is something that, frankly, only elect- 
ed officials can decide. I would not want to have a recommendation 
on that. 

Let me just put it this way. Senator Stevens mentioned that a 
lot of things are going to change in this country starting in about 
2015, and I agree with that. One of the things that the long-range 
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budget simulations that GAO has done shows is that we are going 
to have serious fiscal problems starting at about that point in time 
due to known demographic trends and rising health care costs. So 
even if the Federal Government was to decide that it wanted to as- 
sume part of these obligations, it has got its own problem in fig- 
uring out how it is going to be able to deliver on its promises, given 
some of the simulations that GAO has done. So I think we need 
to be thinking about making sure that the U.S. Government can 
deliver on its promises, too. 

Senator Cochran. Mr. Potter. 

Mr. Potter. The health benefit and pension liabilities that we 
are discussing have been built up over a 32-year history of the 
Postal Service. The Postal Service has in its annual reports pro- 
vided information on both of those matters. In fact, from a trans- 
parency standpoint, every 4 weeks, we publish our financial and 
operating statements. So it is not a surprise to me, and I do not 
think it should be a surprise to anyone, that those obligations have 
grown over the years. 

Certainly, one option that is available to the Congress is to help 
fund that. Now, we have not asked for that help, but when funding 
that obligation, there are two alternatives, or three alternatives. It 
is borne by the ratepayer, Congress helps, and/or we find ways of 
becoming more efficient or redefining our obligations within statu- 
tory requirements that will allow us to generate the funds nec- 
essary to pay down that obligation. I think that all three need to 
be considered. 

Senator Cochran. One thing about deficit reduction is that there 
is nothing in the Transformation Plan that looks like a deficit re- 
duction plan. Did we miss something, or is there a proposal by the 
Service for debt reduction or revitalization of your capital program? 

Mr. Potter. Obviously, there is a process today to pay down our 
debt, the some $12 billion that we may have by the end of this fis- 
cal year. It is built into the rate process. It is prior year loss recov- 
ery. 

Today, there is no vehicle to consider the health benefit liabilities 
or the retirement obligations as part of the rate-setting process. So 
the vehicles that are available to us today are basically to cut our 
costs, and we have a narrow window where that cost cutting can 
be used to pay down. First, we pay down our debt, and then we 
would be able to address those liabilities. So today, there is no 
mechanism that I am aware of beyond paying down our debt, the 
$12 billion that we referred to, to deal with those long-term liabil- 
ities, and that is certainly an issue that we have to wrestle with. 
I do not disagree that there is a need to address that problem. 

Senator Cochran. This weekend when I was home, one of my 
constituents came up to me at a commencement exercise where I 
was speaking, a graduation class at a college, and said, “Be careful 
what you approve that is being recommended for transforming the 
Postal Service,” and I got the impression this person was a local 
Postal manager, maybe a postmaster, although I did not really 
have an opportunity to explore the details of what the concerns 
were. 

Now that I am here today and I look at some of the suggestions, 
one is that there be performance-based compensation, and I 
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thought, whoops, maybe that is it. Maybe that is what I was run- 
ning into there on the ground, that they have heard about this. 
Should Postal managers be held accountable in some way for the 
declines in the financial or service performance of the Postal Serv- 
ice? 

Mr. Potter. I do not believe that they should, but I do think that 
they should have incentives and be held accountable for improving 
the Postal Service and for the level of efficiency that their oper- 
ations have, for the level of service that they provide to the Amer- 
ican public, and for the way they treat employees. And certainly, 
there is a need for accountability. 

There is a need to have a performance, customer-focused culture, 
and we are moving ahead to change that culture and to make sure 
that people understand what is expected of them and that we hold 
them to those expectations, making sure, though, that we provide 
them the tools to be successful. You can create expectations, but if 
you do not provide people the mechanism and the tools to achieve 
those expectations, then it is not a fair system. What we are talk- 
ing about is building a fair system that recognizes and rewards 
people’s successes. 

Senator Cochran. Mr. Walker. 

Mr. Walker. Senator, I would say that any type of enterprise, 
whether you are in the government, the private sector, the not-for- 
profit sector, needs to have a system that provides incentives for 
people to do the right thing, adequate transparency to provide rea- 
sonable assurance the right thing is done, and appropriate account- 
ability to make sure that the right thing is done. 

In that regard, in looking at compensation arrangements, typi- 
cally, most state-of-the-art enterprises are focusing on a balanced 
scorecard model where you end up saying, I want to see what type 
of results or positive outcomes have been achieved based upon pre- 
determined measures at the beginning of the year. I want to know 
what your customers think of you and I want to know what your 
employees think of you. It is a combination of those three things 
that end up giving you a better picture to properly be able to recog- 
nize and reward people that need to be and to deal with people who 
have to be dealt with. 

Senator Cochran. Thank you very much. Thank you, Mr. Chair- 
man. 

Senator Akaka. Thank you very much, Senator Cochran. Senator 
Carper. 

Senator Carper. Thank you, Mr. Chairman. 

Earlier in my first round of questioning, I was trying to explore 
with both of you some things that we might be doing differently as 
a Congress in order to help you right the financial ship of state of 
the Postal Service. We talked about pricing flexibility, and I appre- 
ciate the comments of both of you in that regard. 

Earlier in your testimony, Mr. Potter, I think you spoke of pro- 
ductivity and I think you looked back through the first 6 or 7 
months of this fiscal year and indicated that productivity, while it 
dipped a bit in the earlier part of the year, was, year-to-date, up 
by a small margin. I do not follow very closely productivity for our 
economy as a whole, but I think if you look at productivity in the 
most recent quarter, productivity was up by about 8 percent, and 
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I think that is an aberration, but it is certainly strong performance. 
I think productivity in the fourth quarter of calendar year 2001 
was up somewhere between 2 and 3 percent, which is probably a 
little closer to the mark. 

The point I am getting to is productivity at the Postal Service, 
long before you became Postmaster General, has tended to lag that 
of the rest of the economy. I am sure a lot of trees have been killed 
printing reports on why the productivity is not better in the Postal 
Service. I just ask you today, what can we do as a legislative body 
with the President to enable you to capture some real gains in pro- 
ductivity? It is pretty clear that that is one of the things that has 
to be done. What do we need to do? What do we need to do to en- 
able you and your employees to be more productive? 

Mr. Potter. I think the one thing that stands out in my mind 
is to provide us the ability to change our infrastructure. I think 
when Senator Cochran talked about talking to a constituent back 
home, it could have been anybody. I think that when you think 
about change, people tend to resist change. Certainly, we have 
opportunities 

Senator Carper. Certainly never in the Senate. [Laughter.] 

Mr. Potter. We have the opportunity to reconfigure our net- 
works, our networks of processing plants, our network of post of- 
fices, stations, and branches; to reconfigure those buildings that we 
have, those processing operations that we have that we can become 
more efficient, so that we can drive service levels even higher than 
they are today. But there is a resistance and a reluctance on the 
part of people to support that change. 

When I look at where we are today, and the one thing that I 
think we can do to really impact the bottom line in the short term, 
it is the changes that are necessary in our infrastructure that will 
allow us to reduce the nodes on our network. With fewer nodes to 
serve, there is less transportation and greater convenience to cus- 
tomers. There are a lot of major customers that bring mail to us. 
There is a lot of opportunity there, in my mind. And that is the 
one area that I think we need to embark on, and embark on rather 
quickly, if we are to be successful. 

Senator Carper. In the Carper family, for the most part, the 
husband does the grocery shopping, and I was out grocery shopping 
this weekend and I noticed in one part of the supermarket, this 
regular old supermarket, they have the bread and the deli and the 
butcher shop and all, and in one part of the supermarket, they had 
a bank and a couple people actually working there over the week- 
end in the bank. 

I used to be a Congressman for about 10 years and then I was 
Governor for 8 years and I have been here for about the last year 
and half with these fellows, and I have never had anybody come 
to me in Delaware and say, boy, we would like for you to close our 
post office. I am still waiting for the first person. [Laughter.] 

I have a lot of people who say, we would like to see a new one 
built, or we sure would like to see you intercede and not have a 
post office closed in our community. I have never had anybody 
come and say, close our post office. What is it going to take to get 
people to say, I was not crazy about closing that post office, but by 
golly, we can go down to the supermarket and get better service — 
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much better service, more extended hours than we ever could in 
the old regime. 

Mr. Potter. I think it is a function of knowledge. If one thinks 
about the network of post offices that we have today and we had 
some 28,000 or 29,000 post offices in 1970, we pretty much have 
that same network of post offices. In addition to that, we have sta- 
tions and branches in our larger cities. 

Since that time, though, people’s access to postal services has 
changed dramatically because most people now buy stamps in su- 
permarkets. That supermarket that you were in with the bank, if 
you had gone to the checkout counter and said, “Can I have a book 
of stamps?” you would have been provided a book of stamps for a 
fee. That access did not exist 32 years ago. So we have stamps on 
consignment at over 40,000 locations throughout America, in super- 
markets and the like. We have 4,400 contract post office units. We 
have stamps by mail. That is a very convenient way to access post- 
al services, stamps on line. You can now buy postage over the 
Internet. 

So I think that there is a need to reevaluate on everybody’s part 
what services they can access, how much more convenient the Post- 
al Service has made things, and how much more convenient things 
could become if the Postal Service had certain latitudes when it 
comes to brick and mortar. 

I was in Evansville, Indiana, not too long ago, and I went down 
to the downtown area to this beautiful post office building, a really 
nice historic building. Unfortunately, that whole area was sur- 
rounded by businesses that had been shuttered because Wal-Mart 
moved to a strip mall on the outskirts of town and with it went 
all the businesses. So the convenience that the people in that loca- 
tion had in terms of accessing the postal services as a part of doing 
their normal day-to-day business was lost because they were out at 
the strip mall in the new business center, retail business center, 
and the Postal Service was in a downtown location in the old busi- 
ness center. Now, it is great for us to be there. We are ready for 
the revival of the downtown area 20 to 50 years from now, but I 
do not think that that is a good business model. 

Senator Carper. Mr. Walker. 

Mr. Walker. Senator, I think this is critically important. There 
is a difference between points of service, which I would assert we 
ought to have a lot more of, and we do have a lot more of than we 
did in 1970. It could be at a grocery store, it could be at a bank. 
There are a lot of different places you can have where you have 
points of service other than the traditional post office, if you will, 
online, etc. 

We have got to maximize points of service in an economical fash- 
ion. We ought to minimize bricks and mortar. We have too much 
bricks and mortar. To the extent that we have bricks and mortar, 
we ought to maximize utilization of that bricks and mortar from an 
economic standpoint. 

The fact is, in the current situation, the one that Postmaster 
General Potter just mentioned, what happens is that the post office 
ends up opening up a new facility where the new business is, to 
the extent that it has got the capital to be able to do that, but it 
does not do anything about the facility that use to be viable and 
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is no longer viable because it cannot close post offices based upon 
economic performance. What happens, then, is that you end up 
driving your cost up, you end up driving your productivity down, 
and then you have got asset recovery values that are hanging out 
there, as well, and these are on a huge scale. 

So I think it is something that is critically important and that 
Congress will have to end up authorizing in order for something to 
be done in this area, because right now, they are constrained. They 
just cannot do it. 

Senator Carper. Let me change gears and return to something 
I mentioned during my first round. It is the idea of using the rev- 
enue from first class service, over which the Postal Service has a 
monopoly, to cover expenses for services that are competitive. I 
said, General Potter, my recollection is about half your volume is 
First-Class Mail, but my understanding is that First-Class Mail 
covers about two-thirds of the Postal Service’s institutional costs. 
If that is wrong, please correct me. 

Over in the House, I met with a fellow named Congressman 
McHugh, who has been working on these issues for a long time, 
and I like to say that in the Congress, you have to be really good 
at deferring gratification. He must be very good at deferring gratifi- 
cation because he has been working and working at this for a long 
time. I am not sure I am that good. 

But I understand that he has drafted some legislation that would 
separate competitive and non-competitive products so that each of 
the competitive products would pay for its share of institutional 
costs. Do I have that right? I would be interested in your comments 
and those of Mr. Walker, please. 

Mr. Potter. There is a misperception that there is cross-sub- 
sidization of products, and I think that is where we are headed. 
Right now, it is illegal for the Postal Service to cross-subsidize one 
product with another. The Postal Rate Commission is charged with 
assuring that we obey the law in terms of our rate setting. Now, 
there are opportunities for us to take advantage and customers to 
take advantage of our economies of scale and scope when it comes 
to other products. 

The legislation that you are referring to would, again, not allow 
cross-subsidization — it is not allowed today — but it would give the 
Postal Service more freedom on the competitive side in terms of 
pricing flexibility. It does not — today. The premise that those prod- 
ucts do not pay their share of costs is not accurate. So I would have 
concerns with the premise on which you base that question. 

Mr. Walker. I have not seen the latest piece of legislation, so let 
me just say that I think that some additional degree of flexibility, 
pricing flexibility, as I mentioned before, I think makes sense, cou- 
pled with additional transparency and accountability. 

Second, I think that part of it is, how do you define what cost 
is? As I mentioned in my opening statement, right now, we have 
got significant retiree health obligations, we have got significant 
pension obligations. How are they being accounted for? What about 
existing infrastructure costs? How are they being accounted for and 
how are those costs being allocated in determining what the appro- 
priate rates are? I think there are some real issues there that in- 
volve lots of money. 
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Senator Carper. Mr. Chairman, my time is expired. If there is 
another round, I would be pleased to ask another question or two. 

Senator Cochran. We are out of rounds. [Laughter.] 

Senator Carper. I thought we might be. Can I just mention one 
last quick point? 

Senator Akaka. Go ahead. 

Senator Carper. This sort of relates to productivity, but the 
issue is workplace safety. I understand there is a fair amount of 
Workers’ Compensation costs that are borne by the Postal Service. 
I think we have actually talked a little bit about this before. I know 
I have talked with the Chairman of the Board of Governors about 
it. Workplace safety, how are you proposing in the transformation 
document to enhance workplace safety and just try to reduce the 
very substantial costs that you have there? 

Mr. Potter. Let me make a couple of points. The Postal Service 
has about half of the Workers’ Compensation claims that the Fed- 
eral Government has, but we have about one-third of the costs of 
that program. We manage safety very aggressively. As you are 
probably aware, we came under OSHA guidelines for private com- 
panies recently. We are working very hard, and we are having 
some good success at bringing our accident rates down. 

This year, Workers’ Compensation is a particular problem be- 
cause our accident rates are down, yet our Workers’ Compensation 
costs this year are going to be some $500 million greater than 
planned. Much of that is driven by some actuarial changes, as well 
as the rising costs of health care and costs of the procedures that 
we have for those people who are on OWCP. 

The key, in my mind, the first step when it comes to Workers’ 
Compensation, is to have a safe work environment. That is our No. 
1 priority when it comes to addressing Workers’ Compensation 
costs today and into the future. We are making some good progress 
regarding the safety record in the Postal Service. 

Mr. Walker. Just very quickly, Senator, we at GAO believe that 
there are some issues with regard to Workers’ Compensation that 
need to be looked at, and if GAO can be of any assistance in trying 
to do any analysis here, we would be happy to do that. 

Senator Carper. Mr. Chairman, thank you for giving me a little 
extra time here. 

Senator Akaka. Thank you for your questions. 

Senator Carper. Thank you, and to our witnesses, thank you for 
being here. 

Senator Akaka. I have many more questions to ask you. How- 
ever, as tempted as we are to continue, we must call this hearing 
to an end. But let me ask a follow-up question to Senator Carper’s, 
since you raised it, Mr. Walker, and this is to Mr. Potter and Mr. 
Walker. Do you believe a base closing commission would be helpful 
to deal with facility closing and consolidations? 

Senator Cochran. Like the military has. 

Mr. Potter. Well, I think an effort to address the infrastructure 
of the Postal Service is necessary. I believe that with the Postal 
Service in a position to outline the opportunities and make a busi- 
ness case for why we should change the current infrastructure, and 
while we would prefer to have a change in the legislation that 
would give us some more freedoms, certainly anything that moves 
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in the direction of looking at this situation and, again, providing 
guidance to the Postal Service, would be welcome. 

Senator Akaka. Mr. Walker. 

Mr. Walker. I think given the real political realities, you are 
going to need to consider something like a Base Realignment and 
Closure Process or BRAC. Obviously, you would expect that Postal 
management would come forward and make recommendations. Ob- 
viously, you would expect that other stakeholders, the employees, 
customers, and a variety of others would come forward and make 
their case. But in the end, nobody likes to close anything and 
change is difficult. So, therefore, I think from a practical stand- 
point, in order to be able to look at this in a comprehensive fashion 
rather than a piecemeal fashion, you are going to need to consider 
something like that, I think, in order to make it a reality. 

Senator Akaka. I thank you very much, Postmaster General and 
Comptroller General, for being with us today. Your testimonies and 
responses to our questions have been valuable to our review of the 
U.S. Postal Service. 

This hearing will not be the last that we will hold on a plan, I 
am sure. It was, however, as you mentioned, a good first step to- 
wards a Transformation Plan. 

I want to commend the Postmaster General and the Chairman 
of the Postal Rate Commission for taking the next step, which is 
convening an open summit on May 28 to discuss potential changes 
to the omnibus rate making process. 

Senator Cochran, do you have anything else to add? 

Senator Cochran. Nothing further, Mr. Chairman. Thank you. 

Senator Akaka. I want to thank everyone for joining us today. 
All that you have done will be helpful to our cause. Thank you very 
much. 

This heating stands adjourned. 

[Whereupon, at 12:15 p.m., the Subcommittee was adjourned.] 
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Good morning, Mr. Chairman and members of the Subcommittee. 

I welcome the opportunity to speak with you today about the transformation of the United States 
Postal Service. It was only one year ago that the Committee on Governmental Affairs conducted 
a hearing to review the condition and prospects of the Postal Service in a radically changed 
competitive, technological and economic environment. 

Describing the condition of the Postal Service at that hearing, Chairman Fred Thompson said, 
“The ox is in the ditch - big time!” His sentiments were echoed by the Comptroller General of the 
United States, David Walker, who placed the Postal Service’s transformation efforts and long- 
term outlook on the GAO’s "high-risk" list because of our significant financial, human capital and 
structural challenges. 

in the year since that hearing, the Postal Service’s long-term financial outlook has grown even 
more cloudy. The 2002 economic downturn hit us hard - and continues to hurt us. On the heels 
of the recession came 9/1 1 , then the anthrax bioterrorism attack. By the end of fiscal year 2002, 
we expect mail volume to be down by six billion pieces, the most significant decline in more than 
70 years. It will contribute to a projected net loss in the range of $1 .5 billion this year - for a third 
consecutive year of net losses. 

As the Comptroller General said, “The Service’s ability to provide universal postal service as we 
know it today will be increasingly threatened unless changes are made, both within current law 
and to the legal and regulatory framework that governs the Service.” It’s clear the business 
model set up in 1970 by the Postal Reorganization Act was devised for another time. This model 
needs to be addressed - the sooner, the better. 

Despite the impact of the recession and the terrorist attacks, we have taken steps to reduce costs 
and to manage the business more aggressively than ever before. By the end of this year, we will 
have reduced the number of career employees by 20,000. We will do that through attrition. We 
will also have reduced workhours by over 60 million compared to last year. And we are 
postponing other program expenditures and delaying capital investments. 

Even with these short-term actions, we recognize the critical need for a long-term approach to the 
issues the Postal Service is facing. This was the consensus following last year’s hearing and it 
resulted in the Postal Service’s creation of a comprehensive Transformation Plan. We delivered 
that Plan to Congress one month ago. 
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We believe the Plan offers the flexibility to give the Postal Service the long-term tools it needs to 
carry out its universal service mandate. That mandate represents a public policy decision that 
defines the role of the Postal Service. If that is to remain the role of the Postal Service in the 
future, we need your help and the help of the entire Congress and the Administration to achieve 
it, 

To date, your help has been significant. I appreciate the leadership and support of this 
Committee through the months of effort that culminated in our thorough and far-reaching 
Transformation Plan. Your willingness to conduct this hearing so quickly following the Plan’s 
completion demonstrates your commitment to the future of America’s mail service. 

It is also appropriate at this time to recognize the contributions of so many throughout the entire 
postal community in developing and completing the Plan we are discussing today. 

The Governors of the Postal Service made it clear that the Transformation Plan was their 
foremost priority. Recognizing the importance of the Plan, they created an environment that 
encouraged management to take fresh and creative approaches to a wide range of issues that 
must be addressed to protect our continued ability to provide affordable, universal mail service for 
all Americans. 

Our work in preparing the Plan also involved extensive dialog with members of the mailing 
community. This included some of the largest mailers in the nation, households and families, and 
virtually every type of mailer in between. It included organizations and associations that 
represent the breadth and diversity of the mailing industry. It included our suppliers and vendors. 
It included our employees and the unions and management associations that represent them. 

And finally, it included members of Congress and the Administration. We appreciate the time and 
efforts of everyone who has contributed to the Plan. 

We believed it was vitally important that a Plan which set out a future direction for our national 
postal system included input from everyone with an interest in this vital sector of the nation’s 
infrastructure. To an unprecedented extent, it has brought together an incredibly wide spectrum 
of needs and visions into a single document. Not surprisingly, continued viability of America’s 
postal system was the common concern of virtually everyone who helped us to prepare the Plan. 

It is important to understand that a significant segment of the nation’s economy is dependent on a 
strong and healthy Postal Service. In addition to 750,000 career postal employees, the 
paychecks of more than eight million Americans are dependent, in whole or in part, on the mail. 
The mail, and the businesses and services that support it, contribute $900 billion to the economy. 
In total, this represents eight percent of our gross domestic product. 

But the mail represents so much more than a line on an economic graph. The mail represents 
the commitment of our employees to the ideal that regardless of who you are, rich or poor; 
whether you live in the largest city or the smallest village; from the remote Alaskan bush to the 
most distant Hawaiian island; every American has a fundamental right to send and receive mail. 

It is in this spirit that I am here today to talk about the Transformation of the Postal Service. 
Through its more than 225-year history of serving this great nation, the Postal Service has been a 
valuable national asset. We firmly believe that it can - and will - be an asset for many decades 
to come. But significant change is necessary for that to occur. 

Certainly, change has been a part of the Postal Service's journey through history. We have 
changed just as America has changed - from the time when mail was carried by horse and rider, 
to now, when billions of letters routinely travel by air. 
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We’ve moved from an era when every piece of mail was handled and processed manually, to a 
time when letters might go untouched by human hands until they are delivered by a letter carrier 
- thanks to automation, thanks to our ability to change. 

However, as Comptroller General Walker said at that hearing one year ago, the Postal Service’s 
ability to change to the extent required is limited. It is limited by the Postal Reorganization Act, 
the 1970 legislation that created the modern Postal Service from the heavily subsidized Post 
Office Department. 

The need for transformation is, perhaps, greater today than it was on that July day in 1 971 when 
the new United States Postal Service delivered its first piece of mail. The business model, which 
was expected to support the new organization into the future, needs modernization today - 
before we reach a point of no return. That model assumed that continually rising mail volume 
would result in similarly rising revenue that would support modernization of our national 
processing system and continuing expansion of the delivery network. 

We are now at a point in our history when it is time for another phase in postal evolution. Our 32- 
year-old operating charter.no longer allows us the ability to quickly or effectively adapt in a 
communications marketplace that could not be imagined more than a generation ago. 

The Transformation Plan we presented to Congress last month is about our need to change. It is 
a blueprint for modernizing every aspect of the way we do business. But the Plan is not about 
change or modernization for their own sake. It is about the changes required if our public policy 
continues to be binding the nation together through universal mail service. 

The Postal Service is doing everything it can, today and in the near term, to do that. For the 
longer term, however, we require your help to protect this vital link between individuals, families, 
and friends, and this key driver of commerce. Our Transformation Plan addresses each of these 
needs. 

We are completing our third year of increased productivity. We have ambitious plans to save an 
additional $5 billion between now and 2006. This must be done. And we will do it. 

There is more we can and must do in the near term. Some of these activities involve tackling the 
self-imposed restraints that have often prevented us from being as efficient and effective as we 
can be. To this end, I have lifted the moratorium on closing post offices that management put in 
place four years ago. 

Let me be as clear as I can be on this issue, because it has lent itself to misinterpretation. This 
does not mean that there will be wholesale post office dosings. But it does mean that we will 
restart the process to close those offices that have been “suspended” or effectively closed, in 
some cases for more than a decade. In most of those places, we have provided alternative 
services, often improving customer access to postal products and services. 

These alternative services can include extension of rural carrier service from another office, 
highway contract route delivery, contract stations or the establishment of community post offices. 
Where carrier service is extended, customers can conduct many postal transactions through their 
mailbox. 

This is consistent with our business strategy, outlined in the Transformation Plan, of providing 
more convenient access to our system. We want it to be as easy as possible for American 
people and businesses to use our services — whether through the Internet, through traditional 
postal retail outlets, or through other retail networks. It is our goal to make postal products - and 
access to our network - available to our customers when and where they need them - not just 
where we are located. In too many cases, the network of post offices, developed over many 
years, over serve some areas and under serve others. 
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We have agreed to begin an internal review of our retail network with our postmaster groups and 
the American Postal Workers Union. We will expand the group to include other stakeholders in 
the near future. 

We will also evaluate our existing processing network. With our automated environment and 
changes in our mail mix, we no longer need some of the 400 processing centers we have 
nationwide. There are opportunities for consolidations and, with them, cost savings. At the same 
time, we can optimize our processing network and improve efficiency within processing facilities. 
Ultimately, this should mean better service for our nation. 

In adjusting our network, it is not our intention to reduce delivery to less than six days per week. 
We do recognize, however, that without needed long-term legislative change, our ability to 
provide six-day delivery service could be threatened. 

We are also going to become even more aggressive in pursuing the benefits our size can bring to 
our purchasing decisions. We have already leveraged our buying ability to lower our costs for 
office supplies, telecommunications, equipment and fuel. There are additional opportunities for 
savings that we intend to pursue. 

We will improve our dispute resolution processes and find a way to reduce the $300 million we 
spend annually on labor-management disagreements. I am excited with the progress that has 
been made in recent years regarding grievances with our major unions. We will build on this 
success to look at the entire collective bargaining process. I am grateful that our unions have 
agreed to sit collectively with management to review opportunities to improve the collective 
bargaining process. And, by addressing these issues, we can bring improved focus to serving 
our customers better. 

We are also working to modernize the rate process to the extent possible within the existing 
regulatory framework. George Omas, Chairman of the Postal Rate Commission, showed us that 
change is possible in this area. Under his leadership, the parties in the recent rate case came 
together to reach a negotiated settlement and avoided protracted and costly litigation. This was a 
significant breakthrough and one that I believe signals a new era of cooperation for all parties. 

Building upon this historic breakthrough, Chairman Omas and I have agreed to conduct a joint 
summit of all the stakeholders on May 28 - from large direct marketers, to publishers of small 
magazines, to individual consumers - to share with us what they believe our industry needs to 
advance and modernize ratemaking. It is our goal to define the limits of change possible 
regarding the rates process under the current legislation. And, on the subject of rates, I am 
committed to maintaining the rates that we will implement on June 30 until at least calendar year 
2004. 

Industry leaders indicated they recognize the need for Transformation and they pledge to 
continue this work with us. I was gratified by the level of industry support I encountered two 
weeks ago at the National Postal Forum in San Diego. 

We will continue to refine our systems and processes to improve efficiency, reduce costs, and 
protect the record levels of service and customer satisfaction we have achieved. We will continue 
our development of a performance-based culture, one in which compensation and performance 
are linked. We will continue to use technology to add value to the mail, both by making our 
system more transparent and expanding the use of automation to all mail streams. 

As we work to optimize our network, we are sharing best practices and setting uniform standards 
throughout the country. If our customers told me one thing at the recent Postal Forum, it was 
their desire for uniformity in all of their dealings with the Postal Service - from mail entry, to 
postage payment, to delivery, regardless of which geographic area of the country they are in. 
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We will also continue to protect our employees and the American people by protecting the safety 
~ and sanctity - of the mail. In this regard, I want to take this opportunity to express my gratitude 
to this Committee for its support and assistance in obtaining the $500 million homeland security 
appropriation so necessary to our efforts this fiscal year. 

I also want to commend the efforts of the Postal Inspection Service, the Federal Bureau of 
Investigation, the Bureau of Alcohol, Tobacco and Firearms and the many local law-enforcement 
agencies who worked together in the successful investigation of the recent pipe bomb incidents. 
We appreciate the cooperation of our customers and the dedication of our employees during this 
trying period. 

These initiatives represent just a few of the many opportunities available to the Postal Service 
within the existing legislative and regulatory framework. Despite all of these efforts, however, we 
will - sooner rather than later - run into the limits of what is possible. If we do not act to move 
beyond these limits, it is the people and businesses of our nation who will ultimately be affected. 

Right now, for instance, we are locked into a pricing system that provides limited flexibility. 

Under the current legislation, we do not control our own wages. Too often in our history of 
collective bargaining, those decisions have been left to a third party to decide. 

We do not have the flexibility to grow our business to the extent necessary or to develop new 
revenue streams. Whenever we attempt to improve, redesign, or introduce products, a host of 
special interest groups line up to take their best shot to stop us. In the end, the public is not 
served. 

We can make breakthroughs on these issues. But we cannot do it alone. We need the help of 
our policy makers to legislate postal reforms. If consensus cannot be reached on the right 
business model for the Postal Service, then we will have allowed a vital, national asset to fail and 
be wasted. 

The nation stands to lose a fundamental government service that we all take for granted: 
universal mail delivery. That is what our 750,000 employees provide to every American home 
and business, six days a week. 

We agree with the General Accounting Office and with you that we cannot let that happen. We 
must transform. 

After months of gaining input from stakeholders the Postal Service has identified three business 
models for discussion. 

The first model we considered was a privatized mail service. 

A privatized Postal Service would be shareholder-owned. As such, it would focus on profit. 
Financial, service and operational decisions would be made within that context. The results might 
be delivery standards and prices dictated by where a person lives or where a business is located. 
Metropolitan areas where volume is greater could receive better or cheaper service than a rural 
community. And, like any privately owned business, it could thrive or fail. 

The people we reached out to in creating our Transformation Plan told us, overwhelmingly, that 
there was no support for privatizing the nation’s mail service. People speak of a digital divide; we 
do not need a delivery divide. 

The American people told us they strongly support the present definition of universal service at 
affordable rates. People have come to rely on uniformly priced letters for national delivery. 
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The second alternative model explored in our Transformation Plan is the restructuring of the 
Postal Service as a traditional government agency. A sizable portion of our operating revenues 
would come from appropriated funds rather than from income produced by providing a wide 
range of services. 

We believe this option comes with an unacceptable price. In this case, the solution to decreasing 
mail volume and rising rates would be direct subsidies, tax dollars; in effect, putting the Postal 
Service back on the federal budget. 

That would take us back to the model of the 1960s when the Post Office Department was 
dependent on taxpayers to underwrite the cost of universal service. Remember, no taxpayer 
dollars go to fund our normal operations. They are funded from the sale of stamps and our other 
products. 

Imagine, if you will, the Postal Service going through an annual appropriations process and 
asking Congress to fund 25 percent of its operating budget. That would amount to $1 5 billion in 
Fiscal Year 2003 terms. 

During the 1960s, the old Post Office Department received up to 25 percent of its Operating 
revenues from taxpayers. That meant that when the Postal Service was created in 1971 , the 
price of an eight-cent postage stamp was actually ten cents. The first eight cents of the stamp 
price was paid for at the post office counter. The remaining two cents was paid for on April 15. 

You’ll recall that service in the 1960s had declined due to an inability to make capital investments 
to modernize processing facilities and grow our infrastructure as mail volume grew. In addition, 
our employees’ wages were depressed. 

It wasn’t good for America then, and it wouldn't be good for America today. 

Frankly, that’s where we are heading if we are unsuccessful in providing the Postal Service the 
flexibility it needs to operate successfully in today’s environment. 

We provided a third alternative in the Plan, a Commercial Government Enterprise. It is the model 
we believe would put the Postal Service on a more businesslike footing, while keeping it 
dedicated to its mission of universal service. 

It is a model that is markedly different from what we have today. For example, instead of 
breaking even, our financial goal would be to generate “reasonable returns.” Earnings would 
finance capital projects; we would not have to resort to increasing debt for this purpose. Retained 
earnings would enable us to finance operations through difficult economic times, rather than 
having to always resort to increasing postage rates. 

In addition, this model would allow us to utilize our vast retail and delivery assets to develop new 
revenue streams. Our 38,000 retail offices and our national door-to-door delivery networks could 
be made available to private enterprise as a joint, profit making venture. 

As a commercialized government enterprise, we could introduce flexible pricing. Prices for postal 
products would still be subject to regulatory review. But we would have the flexibility to adjust 
prices based on market demand. 

Next, as a labor intensive organization, with 75 percent of our operating expenses going to labor, 
this business model would allow us to explore a more progressive way to make collective 
bargaining work for all parties. 


6 



45 


Finally, this model would give us the needed flexibility to increase access and convenience for 
our customers. Management would have the flexibility to dose a number of non-performing retail 
outlets. And we would be able to invest in new facilities and services and enter into alliances and 
ventures with related, private-sector companies, after due diligence was completed. 

Essentially, this “commercialized Postal Service” would provide the management tools that are 
available to private-sector businesses as we work to improve service to our customers, manage 
costs more efficiently and leverage our assets to generate new revenue opportunities. 

Ultimately, this model would permit us to make maximum use of our assets and enable the nation 
to share in the benefits of our scope - every home, every business, every day, and in every retail 
outlet. At the same time, it would protect our ability to serve every home, every business every 
day - at a broader range of outlets than ever before. 

• Every American and every policy maker needs to be involved in these discussions. The future of 
affordable, universal mail service depends on it. 

We pledge to do our part. We pledge to continue our strong performance focus. We pledge to 
make changes that are possible within the framework of the existing legislation and work with the 
Administration and Congress to bring about legislative reform to achieve this transformation. 

We recognize the efforts of both the Senate and the House of Representatives in advancing the 
debate on postal reform. We acknowledge and appreciate the thoughtful and far-reaching efforts 
of many Members to reach consensus on various reform vehicles. We believe that these efforts 
should include serious consideration of the structural models in the Transformation Plan. I offer 
my assistance and that of the entire Postal Service to that end. 

We cannot afford to let this opportunity pass us by. We cannot afford to risk the legacy of more 
than 200 years of universal service. The decisions we make today will affect the future of 
America’s mail system for generations to come. If this national asset is to be protected and 
preserved, then action is needed. 

In the difficult months since September 1 1 , it has become clear to all of us that the world has 
changed. For the United States Postal Service, the anthrax attacks, one month later, were a 
stark confirmation that we cannot do business as usual anymore. That realization is firmly rooted 
in us now as never before. 

I am convinced that this plan for transformation is a key step in moving past our limitations, as we 
work to define and embrace sorely needed changes. With courage and conviction, we can 
continue to connect our people, our neighborhoods, our communities - indeed, the whole nation 
- as no one else can, just as we have for more than two centuries. 

I appreciate the opportunity to share my thoughts with you today and I look forward to continuing 
this important conversation with you. In particular, I look forward to working with this Committee 
to explore how we can provide the American people with a continued, strong postal system. 

# # # # 
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Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to participate in this hearing on the financial and transformation 
challenges facing the U.S. Postal Service (die Service). Since we discussed these issues about a 
year ago, when we placed the Service’s long-term outlook and transformation efforts on our 
High-Risk List, the Service’s financial situation has continued to decline, and its operational 
challenges have increased. As we recently reported, the need for a comprehensive transformation 
of the Service is more urgent than ever. 1 The Service has also recognized the need for 
reexamining and changing its existing business model. Last month, the Service took a good first 
step when it issued its Transformation Plan. The plan provides a wealth of information about the 
Service’s challenges, identifies numerous actions the Service plans to take under its existing 
authority, and outlines steps that would require congressional action. At the same time, the plan 
does not adequately address certain key issues or include an action plan with key milestones, 
which will be critical to assuring success and assessing progress. In my testimony today, I will 
focus on the Service’s current financial outlook, which includes updated information since our 
report was issued. I will also offer observations on the Service’s Transformation Plan. 

Summary 

Overall, the Service continues to have significant difficulties in getting its financial house in 
order. Specifically: 

• The catastrophic events of September 1 1 and subsequent use of the mail to transmit anthrax, 
plus the recent economic slowdown, have served to exacerbate the Service’s financial 


1 U.S. General Accounting Office, U.S. Postal Service: Deteriorating Financial Outlook Increases Need for 
Transformation , GAO-02-355 (Washington, D.C.: Feb. 28, 2002). 
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difficulties by decreasing mail volumes and revenues. Only time will tell how much of this 
decline is temporary and how long it will last. 

Despite additional cost-cutting efforts in the first half of fiscal year 2002, the Service’s 
revenues declined approximately twice as fast as its expenses, in part because the Service has 
large fixed expenses that are difficult to cut in the short term. 

The Service’s budget, prepared before September 11, estimated a $1.35 billion deficit for 
fiscal year 2002, which was recently updated to an approximately $1.5 billion deficit. The 
Service is headed for its third consecutive annual deficit since fiscal year 2000 despite 
multiple rate increases over this period. 

Productivity increases continue to be difficult to achieve and sustain. During the first 2 
quarters of fiscal year 2002, productivity fell below budgeted targets. For example, in the 
first quarter, which was affected by the extraordinary events of last fall, productivity fell by 
1 . 1 percent compared with a budgeted 1 percent increase. In the second quarter, productivity 
rose by 1 percent but was budgeted to rise by 1 .5 percent. 

Cash flow difficulties continue. However, Service officials express confidence that the 
Service can pay its bills in fiscal year 2002 through postal revenues and borrowing. 

The Service’s debt is budgeted to rise to $12.9 billion by the end of fiscal year 2002, up $1.6 
billion from the previous year and only $2.1 billion less than the $15 billion statutory limit. 
To put this situation into context, one biweekly postal payroll exceeds $ 1 billion. In addition, 
as we testified a year ago, the Service does not have a debt reduction plan. 

To conserve cash and limit debt, the Service has continued its freeze on capital spending for 
most facility projects, resulting in a growing backlog — a situation that is unsustainable. 
Meanwhile, total capital outlays are budgeted to decline in fiscal year 2002 for the third 
consecutive year to $2.2 billion. This level of capital investment is inadequate for the Service 
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to maintain and modernize its infrastructure and meet other capital needs. It could also limit 
the Service’s ability to cut costs and achieve productivity gains as well as undertake major 
transformation efforts involving its retail and mail-processing infrastructure. 

• As the Service considers its infrastructure and capital investment needs, it has the opportunity 
to rationalize its infrastructure to provide more points of service while also reducing costs 
associated with “brick and mortar” facilities. Further, it can consider how best to enhance 
mail safety and security as it assesses its facility needs. 

• The Service’s major liabilities and obligations are estimated at dose to $100 billion, which 
include liabilities for pensions, workers’ compensation benefits, and debt to the Treasury; 
and other obligations for post-retirement health benefits. 

• The Service’s financial condition is deteriorating as it liabilities continue to exceed its assets. 
The Service’s governmental status provides insulation from the bankruptcy process that 
would be applicable to private sector companies in a similar condition. Addressing the 
underlying factors that are driving the Service’s financial condition cannot be ignored and is 
in large part what transformation must be about. 

The Service’s financial difficulties are not just a cyclical phenomenon that will fade as the 
economy recovers. The Service’s basic business model, which assumes that rising mail volume 
will cover rising costs and mitigate rate increases, is increasingly questionable as mail volumes 
stagnate or deteriorate in an increasingly competitive environment For example, alternatives to 
hard-copy mail are proliferating and include numerous alternatives such as electronic mail, 
automated bill payment and electronic presentment, faxes, and cell phones with rates that do not 
include extra charges for long-distance minutes. 
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The Service's Transformation Plan recognized that postal costs are rising faster than revenues 
and identified numerous actions that the Service plans to take under its existing authority, 
notably through cutting costs and improving productivity. Historically the Service has had 
difficulties in cutting costs and achieving and sustaining increases in its productivity. In addition, 
the Service faces growing retirement-related costs and potentially significant costs to improve 
the safety and security of the mail. The plan stated that the Service expects to achieve $5 billion 
in savings and cost avoidance through 2006. However, it is unclear from the Sendee’s Plan 
whether the cost cutting goals will be sufficient for the Service to hold rates steady from mid 
2002 calendar year until 2004, as it has planned, and reduce debt and finance needed capital 
investments. In addition, it is unclear wliat the potential financial impact would be, particularly 
in the short-term, from the Service’s planned actions during the transformation period. More 
specifically, it is unclear what the impact of planned actions would be on annual revenues and 
expenses or when financial benefits may be realized. Further detail on the costs and time frames 
associated with specific initiatives would be useful to better understand the financial impact of 
the Service’s planned actions. 

Overall, the Postal Service is to be commended for raising key postal reform issues in its 
Transformation Plan, suggesting near-term legislative changes, and outlining the statutory model 
that the Service would prefer for its long-term future. The plan contained many good suggestions 
and planned actions on short-term actions to improve efficiency. (See app. 1 for key problems 
that we have identified and actions and milestones in the Service’s Transformation Plan to 
address them.) The plan also raised some difficult long-teim issues, such as the Service’s legal 
requirements and practical constraints that limit transformation efforts. Further, the plan’s 
appendixes contained useful descriptions of actions the Service plans to take, such as its 


4 


GAO-02-694T 



51 


strategies to improve efficiency and develop a performance-based culture. Other appendixes 
contained detailed background information and discussed how foreign postal administrations 
have dealt with similar postal reform issues. 

However, the plan did not adequately address some key transformation issues that will need to be 
addressed for any transformation effort to be successful. These issues include the definition of 
universal postal service; strategies to address certain human capital matters such as postal pay 
comparability, performance management issues, management bonus arrangements, and 
workforce deployment and utilization; the Service’s governance structure, transparency, and 
accountability mechanisms; and what mechanisms would be best suited for making progress on 
unresolved transformation issues. Although the Transformation Plan recommended that 
Congress give the Service much more flexibility, particularly in the ratemaking and new 
products areas, it will be important that any additional flexibility be coupled with an appropriate 
level of transparency and accountability. 

Where do we go from here? As the Service’s Transformation Plan emphasizes, the Service can 
and should make progress on the specific actions it can take under its existing authority. Much 
progress can be made through exploring constructive partnerships and relationships between the 
Service and other key stakeholders, such as the mailing community and the Postal Rate 
Commission (PRC). We applaud these parties for taking constructive steps in this direction. 
Similarly, we encourage the Service and its major labor unions and management associations to 
build on their post-September 1 1 working relationship by working in a partnership fashion to 
discuss and move forward on difficult human capital issues. The Service also needs to work with 
Congress to address a range of unresolved transformation issues. More specific steps, time 
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frames, and information on expected financial impacts is needed in order for Congress to 
effectively monitor the Sendee’s progress in implementing its plan. 

Further, progress on comprehensive legislative reform has been difficult to achieve, in part 
because numerous stakeholders have divergent needs and concerns. Given the vital role of the 
nation’s postal system to the American people and businesses, I urge the parties to find common 
ground in building a viable postal system for the 21 s1 century. The time has come for 
comprehensive and fundamental reform. As we have stated previously, this will likely require a 
special commission to address the most difficult and controversial issues that must be addressed 
(e.g., defining universal service and rationalizing infrastructure). Make no mistake about it, 
shared sacrifice from all stakeholders will be necessary to achieve a successful postal 
transformation. 

The Service’s Current Financial Situation 

Overall, the Service’s financial condition has continued to decline. Large deficits continue as 
volumes and revenues decline; rates and debt are spiraling upward; capital needs are going 
unmet; and the Service’s liabilities exceed its assets. Despite multiple rate increases, the 
Service’s net income continually declined from fiscal year 1995 through fiscal year 2001(see fig. 
1). The rate increase implemented in 1995 averaged 10.2 percent and was the largest percentage 
rate increase during this period. Costs, in general, have been difficult to reduce in the short term 
since the Service has high fixed costs, such as 6 days per week delivery of mail to approximately 
138 million addresses — a figure that grows by nearly 2 million annually — and maintenance of a 
national retail infrastructure of 38,000 post offices, branches, and stations. The Service is also 
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nearing its $15 billion statutory debt limit. To conserve cash, it is cutting back on its capital 
outlays, which will hinder modernization of the Service’s infrastructure. 

Figure 1: Postal Serv i ce Net Income/Losses from Fiscal Years 1972 to 2002 
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Factors Affecting the Service’s Net I ncome for Fiscal Year 2002 

In its budget prepared before September 1 1, the Service estimated that it would incur a $1.35 
billion deficit in fiscal year 2002, and recently updated its deficit estimate to approximately $1.5 
billion. The Service reported almost a $200 million deficit for the first 2 quarters of fiscal year 
2002 combined. The Service recently estimated that it would lose an additional $400 million to 
$800 million in the third quarter. Similarly, the Service has not updated its outlook for the fourth 
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quarter — which has a budgeted $1.4 billion deficit. 2 It should also be noted that mail volumes in 
the third and fourth quarters may fall below the budget targets if current trends persist. 

Further, productivity increases continue to be difficult to achieve and sustain. During the first 2 
quarters of fiscal year 2002, productivity fell below budgeted targets. For example, in the first 
quarter, which was affected by the extraordinary events of last fall, productivity fell by 1 . 1 
percent, compared with a budgeted 1 percent increase. In the second quarter, productivity rose by 
1 percent but was budgeted to rise by 1.5 percent. Productivity targets for the remainder of this 
fiscal year are budgeted to decline. 

On the other hand, the fourth quarter deficit is estimated to be offset by about $1 billion in 
additional revenues from the rate increase scheduled to occur June 30, 2002. Thus, the Service 
will have implemented multiple rate increases since January 2001 (see table 1). The scheduled 
increase averages 7.7 percent for all rates. In addition, the price of a First-Class stamp will 
increase by 3 cents, that is — an 8.8 percent increase. Despite this rate increase, the Service is 
headed for its third consecutive annual deficit. 


Table 1 : 200 1 and 2002 Rate Increases 


Date 

Details of rate increases 

January 7, 2001 

Service implemented rate increases averaging 4.6 percent, with a 1-cent increase in 
the First-Class stamp rate to 34 cents. 

July 1 , 2001 

Service implemented rate increases averaging 1.6 percent. 

June 30, 2002 

Service is to implement rate increases averaging 7.7 percent, with a 3-cent increase 
in the First-Class stamp rate to 37 cents. 


Source: Postal Service. 


2 In fiscal year 2001, the Service reported a $1.68 billion deficit, including a $256 million deficit in the first 2 
quarters, $166 million deficit in the third quarter, and a $1.26 billion deficit in the fourth quarter. 
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The Service’s poor financial outlook for fiscal year 2002 was compounded by further declines in 
mail volume in the wake of incidents of terrorism, inc luding anthrax in the mail, and the 
economic slowdown. Total mail volume declined 4.5 percent in the first 2 quarters of fiscal year 
2002, compared with the first 2 quarters in the previous fiscal year, while total revenues declined 
0.4 percent — a revenue decline that was mitigated by rate increases implemented in January and 
July 2001 that averaged a cumulative 6.2 percent. Mail volumes declined in the first 2 quarters 
of fiscal year 2002 for First-Class Mail, Priority Mail, Standard Mail (primarily advertising), and 
Periodicals (see fig. 2 ), leading to little revenue growth or declining revenues in each of these 
categories. Only time will tell how much of the recent volume decline is temporary and how 
long it will last. (See app. II for details on mail volumes and revenues in the first 2 quarters of 
fiscal year 2002.) 


Figure 2: Change in Selected Mail Volumes for the First 2 Quarters of Fiscal Year 2002 
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On the positive side, the Service has budgeted and achieved significant cost cutting in fiscal year 
2002. For the first 2 quarters of fiscal year 2002, the Service reported that its total costs were 2.7 
percent below its budgeted estimates. The Service reported that it reduced budgeted costs by 
decreasing the number of career employees and by reducing work hours including overtime. The 
Service had nearly 16,000 fewer career employees at the end of the second quarter, compared 
with the same period for fiscal year 2001, a decline of about 2 percent. Likewise, total work 
hours — including both career and noncareer employees — fell by nearly 40 million in the first 2 
quarters, a decline of 5.1 percent. Service officials have said that these workhour savings were 
achieved in part because the Service had less mail to deliver than it did a year ago, and in part 
through efforts to improve the Service’s efficiency. For example, mail processing work hours 
fell by 8. 1 percent in the first 2 quarters of fiscal year 2002, compared with the same period in 
fiscal year 200 1 , a gain aided by initiatives such as deployment of more efficient machines to 
sort flat-sized mail (e.g., large envelopes and periodicals). To make further progress in 
improving efficiency, the Service could explore issues related to having sufficient flexibility to 
redeploy staff as mail volumes fluctuate. 

In addition to financial difficulties, the Service has also experienced some slippages in service 
performance. Although the Service has maintained high service levels for delivery of overnight 
First-Class Mail, its on-time delivery scores for 2-day and 3-day First-Class Mail have generally 
declined since fiscal year 1 999. For example, on-time delivery of 2-day First-Class Mail in the 
first quarter declined annually from a peak of 86 percent in fiscal year 1 999 to 82 percent in 
fiscal year 2002. Likewise, on-time delivery of 3-day First-Class Mail in the first quarter 
declined annually from apeak of 87 percent in fiscal year 1999 to 72 percent in fiscal year 2002. 
Similar, but less pronounced, trends applied in the second quarter over this period. The most 
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recent available data for the second quarter of fiscal year 2002 show on-time delivery of 82 
percent for 2-day First-Class Mail and 74 percent for 3-day First-Class Mail. (See app. Ill for 
detailed service performance data.) Recently, security restrictions were imposed after September 
1 1 that barred First-Class Mail weighing over 16 ounces from transportation on commercial 
airlines so that the Service increased its reliance on trucks. It is unclear whether these shifts in 
transportation modes have also affected on-time delivery of other types of mail, such as the 
continuing erosion of on-time delivery performance for Priority Mail. 3 

The Capital Investment Outlook 

The Service’s capital investment program continues to be severely limited by the Service’s 
financial problems. The Service budgeted $2.2 billion for capital outlays in fiscal year 2002, 
down from $2.9 billion in fiscal year 2001, and $3.3 billion in fiscal year 2000 (see fig. 3). 
Budgeted capital cash outlays for fiscal year 2002 are at the lowest level since fiscal year 1995. 


3 For trends in Priority Mail service, see Report of the Consumer Advocate on Quality of Services Provided by the 
Postal Service to the Public by the PRC Office of the Consumer Advocate (Mar. 6, 2002). 
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Figure 3: Postal Service Capital Cash Outlays. Fiscal Years 1990 through 2002 

4,500 Constant 2001 dollars In millions 



| | Capital cash outlays 

Budgeted capital cash outlays 

Note: Figures were calculated using a chain-type price index for Gross Domestic Product as computed by the U.S. 
Department of Commerce. The fiscal year 2002 figure was calculated using an estimate from the Congressional 
Budget Office. 

Source: Postal Service. 

The Service has continued its capital freeze for most facility investments to save cash and limit 
debt, resulting in a growing backlog in planned facilities. Limitations on capital investment may 
have a number of detrimental effects such as deterioration of the Service’s existing physical 
infrastructure, deferred efficiency gains, and higher future capital costs. Looking forward, the 
gap between resources and capital investment needs would be exacerbated by the Service’s plans 
to continue automation efforts, deploy an “information platform” to provide better information 
on postal operations and the status of mail, and implement any modernization or restructuring of 
the Service’s infrastructure. 

Another concern is that the Service has continued to rely on debt to finance its capital program. 
This trend could not continue if the Service reaches its $15 billion statutory debt limit. The 
Service’s debt is budgeted to increase by $1.6 billion and reach $12.9 billion by the end of fiscal 
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year 2002, only $2.1 billion below the $15 billion statutory debt limit. Even the remaining $2. 1 
billion in borrowing authority may not be available for capital investment in future years, since 
fiscal prudence might suggest stabilizing debt below the statutory limit to maintain liquidity. 
Further, the Service has said that its goal is to reduce debt, which might preclude the use of 
additional debt to finance capital investment The Sendee’s Transformation Plan stated that 
“Since cash flow from operations is linked to net incomes (or losses), stabilizing and reducing 
debt will require that the Postal Service recover its prior years losses and carefully plan its capital 
cash outlays so they do not exceed cash flow. As the past two fiscal years have demonstrated, the 
Postal Service cannot simultaneously generate net losses and reduce its borrowings.” 

Looking ahead, expenses related to enhancing mail safety and security are a key unknown cost 
factor. To date, the Service has relied primarily on congressional appropriations to finance 
capital investment in measures designed to improve mail safety and security. However, 
uncertainties remain regarding the technologies to be deployed, the associated capital costs, the 
subsequent impact on operating costs and postal operations, and the extent to which Congress 
will pay for these costs in the future. The price tag is likely to be substantial, with the Service 
requesting about $800 million in supplemental appropriations for fiscal year 2003 to improve 
mail safety and security. This request is in addition to the $675 million that was appropriated in 
fiscal years 2001 and 2002 for security purposes. 

Another uncertainty that may affect the Service’s capital program involves its request for nearly 
$1 billion in congressional appropriations for revenue foregone, 4 which the Service has said 


4 The Service has asked for nearly $1 billion in fiscal year 2003 appropriations for the total amount of revenue 
forgone for free and reduced rate mail between 1991 and 1998 for which the Service has not yet received 
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could be used to finance some capital facility projects. Specifically, the Service has proposed 
accelerating payments for revenue foregone from $29 million annually through 2035 to a single 
lump-sum payment in fiscal year 2003 — a change that would increase the net present value of 
appropriations received by the Service for this purpose. 5 Congress did not act on a similar 
proposal last year and has not acted on the Service’s latest request. 

Addressing the Service’s Financial Problems 

In the short term, the Service may have to rely primarily on cutting costs and raising rates to 
address its financial problems. The Service’s Transformation Plan identified numerous short- 
term steps the Service plans to take under its existing authority to cut costs and improve 
productivity. Regarding rate increases, an above-inflation rate increase averaging 7.7 percent is 
scheduled to take effect June 30, 2002, including a 3-cent increase in the price of a First-Class 
stamp from 34 to 37 cents. However, raising rates may cause mail volumes to decrease and 
encourage mailers to shift more mail to electronic and other delivery alternatives. Although the 
Service plans to hold rates steady from June 2002 until calendar year 2004, pressures to increase 
rates will continue in the long term to cover rising expenses, such as wage increases and growing 
long-term obligations. The Service’s total liabilities on its balance sheet were $61 billion, which 
exceeded total assets by $2.3 billion at the end of fiscal year 2001 . 6 These liabilities include $32 


appropriations. This request would be in lieu of the current payment schedule established by a 1993 law for $29 
million in annual appropriations over 42 years. 

5 The present value of remaining payments of revenue foregone is $422 million (at an interest rate of 5.8 percent) 
according to a recent Congressional Research Service report. See The Postal Revenue Foregone Appropriation: 
Overview and Current Issues, by the Congressional Research Service (CRS Report RS21025, Updated November 
23, 2001). 

6 Total assets on the balance sheet include a $32 billion deferred retirement asset, which is an intangible asset that is not an 
economic resource that can be applied to cover the Service’s liabilities. 
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billion for pensions, 7 $6 billion for workers’ compensation benefits, and $1 1 billion for debt to 
the Treasury. In addition, the Service has other major obligations estimated at $49 billion for 
post-retirement health benefits. 8 These liabilities and obligations amount to almost $100 billion 
and threatens the Service’s ability to continue to fulfill its mission by providing the current level 
of universal postal services at reasonable rates on a self-supporting basis. 

In the long tern, the Service’s Transformation Plan recognizes that the Service’s basic business 
model is not sustainable and that much larger declines in mail volume may be in the offing if 
mailers increasingly shift to various electronic and other alternatives. Both the Service and we 
agree that some progress is possible within the current structure, but that a comprehensive postal 
transformation will be required to fully address the Service’s financial viability and the statutory 
framework under which the Service operates. In our view, modest tinkering with the existing 
system will be insufficient to produce a lasting comprehensive transformation that will enable 
the Service to fulfill its mission in the 21 st century. The time has come for comprehensive and 
fundamental reform. As we have stated previously, this will likely require a special commission 
to address the most difficult and controversial issues (e.g„ defining universal service and 
infrastructure rationalization). 


7 In addition to the S32 billion in pension liabilities, the Service would also pay $16 billion in associated interest if the Service 
made the annual scheduled minimum payments over the amortization periods prescribed by statute. 

8 The Office of Personnel Management recently told us that its estimate of the Service’s post-retirement health benefits obligation 
was about $49 billion as of September 30, 2000, of which about $17 billion was attributed to current retirees. The Service’s 
financial statements do not record or disclose an obligation for retiree health benefits, because the Service accounts for its 
participation in the Federal Employees Health Benefits Program as participation in a multi-employer plan. Thus, the Service 
reports that it is not required under accounting standards to include post-retirement health benefits obligations in its balance 
sheet, 
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Moving Forward to Transform the Postal Service 

Given the Service’s deteriorating financial situation, progress on comprehensive transformation 
is urgently needed, and the Transformation Plan has made a valuable contribution by identifying 
numerous specific steps for making improvements within the current structure. The Service is to 
be commended for raising controversial issues in its Transformation Plan and taking positions on 
the changes that it believes are necessary. The Service’s Transformation Plan conveyed a 
needed sense of urgency when it stated that over the next 2 to 3 years, it is vital that significant 
progress be made toward defining the long-term structure and role of the Postal Service. To that 
end, the plan made a range of recommendations to deal with transformation issues through near- 
term regulatory and legislative reforms and long-term legislative solutions. For the near-term, 
the plan recommended changes that would give the Service more flexibility in ratemaking, 
facility closings, purchasing, labor negotiations, and other employment areas. For long-term 
change, the plan outlined three options and noted the Service’s preferred option — a “Commercial 
Government Enterprise.” Under this option, the Service would remain an independent 
establishment of the federal government but would be structured and operated in “a much more 
businesslike manner.” In addition, the plan contained useful discussions in detailed appendixes, 
such as how foreign postal administrations have dealt with similar postal reform issues. 

Although the Transformation Plan dealt with many difficult issues, it did not include an adequate 
discussion of specific plans or proposals related to some key transformation issues, including the 
following: 

• the future nature of universal postal service, including its retail and delivery components, and 
the associated infrastructure; 
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• several key human capital issues such as postal pay comparability, performance incentives, 
labor-management relations, workforce realignment, and management bonus arrangements; 

• various governance, accountability, and transparency issues; and 

• a detailed action plan and recommendations on what mechanisms would be best suited for 
making progress on certain transformation issues beyond the Service’s direct control. 

Most importantly, the plan recognized the need for defining universal service but declined to 
propose a definition of future universal postal retail and delivery services for consideration. More 
clarity about the scope and quality of universal postal services is needed to facilitate 
consideration of a range of critical infrastructure and human capital issues. Further, although tire 
Transformation Plan recommended that Congress give the Service much more flexibility, 
particularly in the ratemaking and new products areas, it is important that any additional 
flexibility be coupled with an appropriate level of transparency and accountability — issues that 
the Transformation Plan had less to say about. Because these issues are also critical to postal 
transformation, I will offer some brief observations about them in this testimony. Our recently 
issued report contains a more comprehensive discussion of these and other transformation 
issues. 9 

Universal Service and Infrastructure Issues 

Vast changes in the communications and delivery sectors over the past 30 years — which are 
continuing at a rapid pace — as well as the Service’s growing financial difficulties, provide an 
impetus for reconsidering what universal postal services will be needed for the 21 st century. Key 
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issues include what postal services should be provided oil a universal basis to meet customer 
needs, how these services should be provided, and how they should be financed — by ratepayers 
or taxpayers. Some related issues include what quality of universal postal service should be 
maintained — such as the frequency and speed of mail delivery, the accessibility and scope of 
retail postal services — and whether certain aspects of universal postal service should be allowed 
to vary in urban and rural areas. In this regard, it will be important to understand the current 
situation and opportunities for improvement. 

The Service is planning to conduct an assessment of its retail, mail processing, and transportation 
networks that is likely to provide useful information to Congress and stakeholders including the 
public on areas where service may be redundant, as well as areas where more or better service 
may be needed. Some benefits that may result from reassessing universal postal service might be 
maximizing the use of facilities and reducing costs while also improving service. This could be 
accomplished through the provision of more points of service, improved hours of access, and 
greater customer convenience to some postal retail services while reducing their cost, as 
compared with more traditional means of service delivery through “brick and mortaf ’ facilities, 
For example, the Transformation Plan contained useful discussion about ways to enhance access 
and reduce the cost of some routine postal services, such as providing stamp sales at grocery 
stores and through ATMs, making vending machines for stamp purchases available 24 hours a 
day, and deploying self-service equipment that can be used to mail packages while reducing the 
anonymity of this mail. 


* GAO-02-355. 
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We recognize that universal postal service issues are highly sensitive, given the long-standing 
role that the Service plays in providing essential communications and delivery services to 
communities across the nation. To make progress in modernizing the infrastructure to support 
universal postal service — such as the national network of post offices that provide universal 
access to postal retail services — it will be important for the Service to engage in frank and open 
discussions with all stakeholders, including the Congress, on issues related to universal postal 
retail and delivery service. Rationalizing the Service’s infrastructure may entail closing or 
consolidating certain facilities where there is excess capacity while adding new facilities to 
address unmet needs, such as in growing areas. Given the difficulty of these issues, Congress 
could establish a mechanism similar to that used for closing military bases to make progress in 
this important area. Such a process has been used to overcome public concern about the 
economic effects of closures on communities and the perceived lack of impartiality of the 
decision-making process. Under this process, Congress could consider a proposed package of 
closures and consolidations with an up-or-down vote. 

Human Capital Challenges 

Strategic human capital approaches must be at the center of efforts to transform the culture of 
federal entities, including the Postal Service. Like the rest of the federal government, the 
Service’s human capital challenges are long-standing and will not be quickly or easily addressed. 
To link human capital strategies to accomplishing organizational goals and objectives, we have 
developed a model of strategic human capital management . 10 This model may be useful for the 
Service as it develops its strategic human capital planning, including a long-term workforce plan. 
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Such strategies would address workforce realignment, aligning individual performance with 
organizational objectives, performance incentives, and pay comparability. 

Making changes to the Service’s human capital, or workforce, will include the challenge of 
dealing with legal requirements and practical constraints. For example, the Service is required 
by law to maintain employee compensation and benefits on a standard comparable to the 
compensation and benefits paid for comparable levels of work in the private sector. In addition, 
when contract disputes cannot be settled between postal labor and management, they must be 
settled by a third party through binding arbitration. Further, as a practical manner, labor unions 
and management within the Service have had long-standing adversarial relations. As an example 
of these limitations, the Service and its major employee unions have often disagreed about how 
the pay comparability standard should be applied and presented voluminous and contradictory 
evidence when they have taken this matter to binding arbitration. 

In addition to compensation, labor-management differences have extended to performance 
management issues involving incentives and benefits as well as deployment and use of the 
workforce. Performance management systems can include pay systems and incentive programs 
that link employees’ performance to specific results and desired outcomes. In this regard, the 
Transformation Plan recognized the need for a performance-based culture, noted that continuing 
to improve efficiency and customer value is contingent on exceptional performance by the 
Service’s employees, and addressed plans for a new performance management system for 
managers. However, the plan did not discuss how performance-based compensation and 


10 U.S. General Accounting Office, A Model of Strategic Human Capital Management, GAO-02-373 SP 
(Washington, D.C.: Mar. 15, 2002). 
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incentive systems might cascade throughout the organization — an issue that Service managers 
and unions have repeatedly disagreed on in the past. 

For transformation to be successful, it is vital for the Service and its unions to share a common 
vision for the future and a shared responsibility for finding solutions to the Service’s financial 
and workforce problems. As I testified before this subcommittee in March, committed, 
sustained, and inspired leadership and persistent attention will be essential if lasting changes are 
to be made in the human capital area. 11 In that vein, the postmaster general, postal officials, and 
leaders of postal labor unions and management associations demonstrated a positive and 
constructive approach by holding daily meetings last fall to deal with issues related to mail safety 
and security. The recent announcement of a tentative negotiated settlement of contract talks 
between the Service and the National Association of Letter Carriers was another positive 
example. These parties also recently agreed on steps to streamline grievance and arbitration 
procedures to limit the number of unresolved issues at the local level and reduce the time in 
handling such disputes. These are positive steps that provide a foundation on which to build; 
however, much remains to be done. 

Governance. Transparency, and Accountability Issues 

Congress has recently been focusing significant attention on corporate governance, transparency, 
and accountability issues in light of Enron’s recent decline. Recent events have raised a range of 
questions regarding what can happen when one or more key players fail to adequately perform 
their responsibilities. I want to underscore that serving on a board of directors is an important 
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and difficult responsibility that requires being knowledgeable about the industry and finances, 
asking the right questions, and doing the right thing to protect the public interest. This 
responsibility is especially challenging in directing the Service, which is facing increasing 
competition in a rapidly changing market environment. In addition, the hoard’s audit committee 
has an important role to play in ensuring fair presentation and appropriate accountability of 
management in connection with financial reporting, internal control, compliance, and related 
matters. 

We believe that a range of governance issues needs to be addressed as part of the Service’s 
transformation plan. However, the Service’s transformation plan had little to say on these matters 
other than proposing that the Service be transformed into a Commercial Government Enterprise 
that would act much more like a business, and, as part of that proposal, its board of governors 
would be “refocused on fiduciary duties.” Under its current framework, the Service is intended 
to function in a businesslike manner, which raises the following questions related to its 
governance structure: 

• What type of governing board would be most appropriate considering the Service’s size, 
importance, and challenges? 

• How should board members, including the postmaster general and deputy postmaster 
general, be selected, paid, and held accountable? 

• What should be the roles and functions of the governing board, and is its current part- 
time status appropriate? 

• Is the present governance structure best suited to selecting well-qualified -individuals to 
direct a $70 billion entity? Or, should the framework follow recent changes in the private 

" U.S. General Accounting Office, Managing for Results: Building on the Momentum for Strategic Human Capital 
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sector to (1) develop better-defined criteria for board membership and (2) recognize that 
various roles on the board may require certain specific backgrounds and skills? 

Transparency and accountability are fundamental principles to ensuring public confidence in the 
Service. As part of the proposed change to a more commercial enterprise, questions remain 
related to whether the Service should be held more directly accountable for its performance and 
if so, to what extent, to whom, and with what mechanisms. Other questions include 

• What oversight is needed to protect the public interest, including the interest of customers 
with few or no alternatives to using the mail? 

• How should the PRC and/or other pertinent authorities exercise oversight regarding pricing, 
competition, and antitrust issues, among other areas? 

• What recourse should customers and competitors have to lodge complaints? 

• What should be the role of Congress and other federal agencies in providing oversight and 
accountability? 

• What information should the Service be required to provide Congress and the public on its 
performance, including areas such as financial performance, productivity, and mail delivery? 

Another issue we have noted, related to transparency and accountability, involves improvements 
needed in the Service’s financial reporting. The principles for the Service’s financial information 
are the same as those in our recent testimony on financial reporting issues: financial statements, 
which are at the center of present-day business reporting, must be timely, relevant, and reliable to 


Reform , GAO-02-528T {Washington D.C.: Mar. 18, 2002). 
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be useful for decision-making. 12 We have recently reported that the Service’s financial outlook 
was repeatedly revised in fiscal year 2001 with little or no public explanation and that greater 
transparency is needed regarding the Service’s financial and operating results and projections. 
Accordingly, we have recommended that the Service improve the transparency of its financial 
information by providing monthly and quarterly financial reports in a user-friendly format on its 
Web site in a more timely manner. 13 

The Service has agreed with our recommendation to improve the transparency of its financial 
data and stated that it was providing financial reports on its Web site in a more timely and user- 
friendly manner. To date, the Service has begun to provide monthly financial reports on its Web 
site. It has also provided one quarterly financial report — for the third quarter of fiscal year 2001. 
Currently, the Service has posted on its Web site the chief financial officer’s financial 
presentation for the second quarter of fiscal year 2002. This presentation has less information 
than the previous publicly available quarterly report — it does not include cash flow data, year-to- 
date analysis, or changes in outlook. In our opinion, this publicly available information has not 
provided sufficiently detailed information for stakeholders to understand the Service’s current 
and projected financial condition or how its financial outlook has changed. More timely, 
accessible, and reliable financial information is sorely needed. 


12 U.S. General Accounting Office, Protecting the Public s Interest: Considerations for Addressing Selected 
Regulatory Oversight, Auditing, Corporate Governance, and Financial Reporting Issues, GAO-02-601T 
(Washington, D.C.: Apr. 9, 2002). 

' 3 GAO-02-355. 
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Next Steps 

Stakeholders are looking for positive, constructive ways to work through difficult postal 
transformation issues and the Service’s Transformation Plan was a good start. Many postal 
transformation issues are complex, and consensus is likely to be hard to achieve on key areas 
such as a new definition of universal postal service, the associated infrastructure, human capital, 
governance, accountability, and transparency issues, among others. Further, a successful 
transformation of the Service will require shared sacrifice. However, given the vital role of our 
postal system in communications and commerce, and the Service’s declining financial outlook, 
it’s time for all stakeholders to roll up their sleeves and engage in postal transformation issues. 

In this regard, we note that the Service and mailers have already made progress, such as through 
the Mailing Industry Task Force, in identifying concrete ways to enhance efficiency and improve 
the value of the mail. We also applaud the initiative of the Postmaster General John Potter and 
PRC Chairman George Omas in agreeing to convene a summit to discuss ways to improve the 
rate structure and the rate setting process. The Service has a similar opportunity to build working 
partnerships with its major labor unions and management associations so that the parties can 
make progress on human capital issues. 

Another critical partnership involves the Congress and postal stakeholders in working through a 
range of important, complex, and controversial transformation issues. As we noted in our report, 
we believe that the Service’s worsening financial situation and outlook intensify the need for 
Congress to act on meaningful postal reform and transformation legislation. Accordingly, we 
stated in our recently issued report that Congress should consider and promptly act on 
incremental legislative change that could help the Service deal with its financial situation. 
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We believe that comprehensive legislative change will be needed to address key unresolved 
transformation issues — some of which have not been fully addressed by proposed legislation or 
by the Service’s Transformation Plan. One option is to use the legislative process to enact postal 
reform legislation, and some major proposals have been made in this area. Another option could 
be to create an independent commission that would address key unresolved issues and develop a 
comprehensive proposal for Congress to consider. 

Meanwhile, the Service’s growing financial problems call for continuing close congressional 
oversight of its current financial condition and progress in implementing its Transformation Plan. 
In this regard, it will be important to have greater transparency of the Service’s financial 
information to minimize possible unexpected surprises and expectation gaps. It will also be 
important to have greater clarity about the time frames and financial impact associated with the 
actions outlined in the Transformation Plan that the Service plans to take immediately. To assist 
the Congress in its oversight responsibilities, we are monitoring the Service’s financial condition 
and the implementation of its plan. Committed leadership and sustained attention in these areas 
will be important in order to achieve the results necessary for us to reassess our inclusion of the 
Postal Service’s transformation efforts and long-term outlook on our High-Risk List. 

Your strong support for the Service to develop a transformation plan has helped move the 
discussion forward, and this hearing is further highlighting the need for change. We look forward 
to working with the Congress in addressing this and other important government transformation 
issues. In many ways, the challenges facing the Service represent a microcosm of a range of 
challenges facing other federal agencies. I would be pleased to respond to any questions that you 
or other members of the subcommittee may have. 
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Appendix I 

Key Problems Identified bv GAO and Actions in the Postal Service’s Transformation Plan to 

Address Them 


Table 2: Summary ofKey Service Problems and Actions in the Service’s 
Transformation Plan 

Follow-up responsibility for 
actions and milestones 

1 . Net Income: The Service has difficulty generating positive net income, despite recent 
rate increases, and expects a large deficit in FY 2002. 


1.1 Replace the break-even requirement with a provision for a reasonable rate of return. 

Postal Service, Congress 

1 ,2 Increase the amount of funds in rate cases for capital purposes for new facilities. 

Postal Sen/ice, PRC 

2. Cost-cutting/productivity: Costs are increasing faster than revenues and are hard to 
cut. The Service has difficulty making and sustaining productivity increases. 


2.1 Deploy more automation (Postal Automated Redirection System, Automated Flat 
Sorting Machine (AFSM 100) and tray handing systems for AFSM 100 and 1000; low- 
cost tray sorters, next generation parcel sorting equipment — the parcel Singulate, Scan, 
Induction Unit and Automated Package Processing System). 

Postal Service, 
milestones from 2002-2004 

2.2 Increase throughput and reduce nonautomated letter mail stream through equipment 
modifications and customer incentives (FSM 1000 automated flats feeders and optical 
character readers; technology upgrades to improve address recognition and enhance 
feeder systems). 

Postal Service, 
milestones 2002-2004 

2.3 Develop more automation (e.g., Universal Tray System , automated delivery point 
sequencing equipment for flats, automation of processing of Business Reply Mail and 
Courtesy Reply Mail cards). 

Postal Service; Universal 

Tray System in one site by 
end 2002 

2.4 Move toward long-term vision of one bundle of mixed letters and flats for each 
delivery point called the Delivery Point Packaging after delivery point sequencing of flats 
mail is implemented. 

Postal Service; one bundle: 4 
years for R&D; flats-delivery 
point sequencing: pursue 32 
month time table for 
development and selection 

2.5 Deploy flats remote encoding system to consolidate flats keying systems and 
minimize idle time. 

Postal Service, 
milestones from 2002-2003 

2.6 Reduce tray and piece handlings and improve efficiency of postal operations by 
working with customers and the mailing industry to explore product redesign and 
worksharinq options. 

Postal Service; mailing 
industry 

2.7 Improve delivery productivity through deployment/use of the Delivery Operations 
Information System to provide data to delivery supervisors; the Managed Sen/ice Points 
system to scan bar codes at the delivery unit and along the carrier’s route of travel; the 
Delivery Performance Achievement and Recognition System to benchmark, set goals, 
and give recognition for both city and rural delivery; initiatives to improve rural delivery; 
and test optimizing city carrier routing and travel paths and the Segway Human 
Transporter. 

Postal Service, 
milestones in 2002 and 2003 

2.8 Modernize purchasing procedures by changing postal regulations. 

Postal Service 

2.9 Implement supply chain management. Consolidate purchases for better quality and 
lower costs (redesign purchasing organization into interdisciplinary commodity teams; 
reduce low-doliar value transactions; and forge stronger, more effective relations with 
key strategic suppliers). 

Postal Service 

2.10 Revise certain statutory requirements relating to the Service’s supply chain 
management, such as the Service Contract Act and the Davis-Bacon Act, to reduce 
costs and administrative requirements not applicable to commercial businesses. 

Postal Service, Congress 

2.1 1 Reduce injury compensation costs by expanding the Preferred Provider 

Organization program throughout the Sen/ice, to reduce medical fees below what the 
Department of Labor’s Office of Workers’ Compensation Program (OWCP) allows, and 
identify duplicate payments that get throuqh OWCP’s system. 

Postal Service, OWCP; 
milestones in 2002-2003 

2.12 Reduce injury compensation costs by moving all Federal Employees’ 

Compensation Act (FECA) recipients to FECA annuity at age 65. The FECA annuity 
would equate to the same costs as a normal retirement for all present and former 

Service employees over age 65 on OWCP compensation rolls. 

Postal Service, Congress, 
Office of Management and 
Budget, OWCP; 
milestone: 2002-2003 

2.13 Reduce injury compensation costs by encouraging OWCP to revise its regulations 
to allow direct contact with the treating physician by the employing agency (i.e., the 
Service). 

Postal Service, OWCP; 
milestone: 2002-2003 
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Table 2: Summary of_Key Service Problems and Actions in the Service’s 
Transformation Plan 

Follow-up responsibility for 
actions and milestones 

2.14 Reduce injury compensation costs by developing joint strategies with OWCP, such 
as an accelerated private sector placement program that reduces time for private sector 
outplacement of injured Service employees from up to 2 years to less than 1 year. 

Create new internal positions to accommodate injured workers. 

Postal Service, OWCP; 
milestone: 2002-2003 

2.15 Reduce and deter criminal misuse of workers’ compensation. 

Postal Service 1 

2.16 Address issues contributing to escalating FECA costs: Compensation rates are too 
generous; should be only one rate (66 2/3 percent); no waiting period before wage-loss 
compensation is paid. 

Postal Service, Congress 

2.17 Optimize the transportation and distribution networks: the Network Integration and 
Alignment initiative is designed to create a flexible logistics network to reduce the 

Service and customer costs, increase overall operational effectiveness, and improve 
consistency of service. Streamline and simplify the distribution network. Consolidate 
sorting facilities, eliminate excess resources, and determine facility roles and functions. 
Deploy Surface Air Management System and Surface Air Support System, develop 
transportation optimization planning and scheduling, develop transportation contract 
support system: and increase utilization of mail transport equipment. 

Postal Service, 
milestones in 2002-2003 

2.18 Increase retail/customer service productivity (operational standardization, continued 
automation of mail processing operations that occur in the back rooms of post offices), 
implement facility design changes where feasible to enable 24-hour access to critical 
products and services. 

Postal Service, 
milestones in 2002-2004. 

2.19 Expand access to postal services by moving simple transactions out of post offices 
(communicate information on alternative services (i.e., advertising), provide an on-line 
postage label application so packages can be dropped in a P.O. box, or handed 
to/picked up by carriers). 

Postal Service; 
milestones: online postage 
label by fall 2002 mailing 
season 

2.20 Create new low-cost retail alternatives. Expand self-service alternatives (kiosk 
services, such as ATMs, new technology for basic stamp purchases and mailing 
services, automated postage printers, automated postal center— enabling self-service 
purchase of stamps and mailing of packages). 

Postal Service, 
milestones in 2002-2003 

2.21 Improve performance management around best practices, including standardizing 
mail processing. Consolidate mail-processing activities and centralize or relocate these 
activities. Also conduct other labor reviews and standardize mail-processing operations, 
including those for Priority Mail operations. Implement complement planning, tracking, 
and management processes. 

Postal Service, 
milestones in 2002-2003 

2.22 Manage realty assets to maximize return by reducing costs related to properties for 
sale, short-term and development leasing, developmental added value properties, and 
other programs. 

Postal Service 

2.23 Achieve savings in international air transportation by deregulation to convey to the 
Service authority to competitively contract in the open market. 

Postal Service, Congress 

3. Safety/security: Expenditures and funding to enhance mail safety and security are 
uncertain. Safety and security needs exacerbate the Service’s financial problems. 


3.1 Implement comprehensive plan for improving mail safety and security. 

Postal Service, Congress 
(appropriations). 

3.2 Enhance security across technology to avoid disruptions in critical operations and 
protect sensitive information from unauthorized disclosure or modification (education and 
training, certification process, contingency planning, intrusion protection, automated 
monitoring). 

Postal Service milestones in 
2002-2007, annually, and 
ongoing 

3.3 Ensure safe, secure, and drug-free work environment (reduce and deter employee- 
on-emplovee assaults and credible threats, robberies, illegal drugs). 

Postal Service 

3.4 Provide for the security of the mail and postal products, services, and assets (reduce 
and deter mail theft, related identify theft and takeovers, criminal attacks on postal 
products, services, and assets). 

Postal Service 

3.5 Combat crimes using the postal system (e.g., mail fraud, and prohibited, illegal, and 
dangerous mailings). 

Postal Service 

3.6 Ensure the Service maintains its trusted brand and provides top-rate privacy 
protection (standardize privacy policies and procedures, streamline compliance 
procedures, work with internal and external groups to build privacy into data-oriented 
initiatives). 

Postal Service and external 
groups 

4. Cash flow: Cash-flow pressures continue because of cost/revenue trends. 


4.1 Improve cash flow by generating net income, cost-cutting, moderate rate increase 
(not until 2004), and planning capital outlays so that they do not exceed cash flow. 

Postal Service 
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Table 2: Summary of_Key Service Problems and Actions in the Service’s 
Transformation Plan 

Follow-up responsibility for 
actions and milestones 

5. Debt: The Service has no debt reduction plan as its debt nears the $15 billion limit. 


5.1 Reduce debt and remain within the current statutory debt limits. This strategy will be 
modified as necessary to ensure that the Service preserves its ability to meet all of its 
cash obligations. To stabilize and reduce debt, the Service will need to recover prior 
years’ losses and plan capital cash outlays so that they do not exceed cash flow. Also, 
the Service cannot simultaneously qenerate net losses and reduce its borrowings. 

Postal Service 

5.2 Manage the Service’s mix of short- and long-term debt to lower interest expense 
over time. 

Postal Service 

6. Basic Business Model: Mail volumes have declined in major revenue producing areas. 
The Service’s business model, which relies on rising mail volumes to cover rising costs, 
is not sustainable and needs a comprehensive transformation. 


6.1 Transform the Service into a commercial government enterprise (model 
recommended by the Service). 

Congress 

6.2 Enhance the value of the mail through technology (identify/track mail pieces through 
Confirm). 

Postal Sen/ice, PRC 
milestones: Postal Service 
filed for Confirm classification 
on April 24, 2002) 

6.3 Improve the access, speed, and reliability of accountable mail services (Internet 
access to delivery time and date of Certified Mail and Return Receipt; other product 
enhancements). 

Postal Service; milestones in 
2002 (e.g., Internet access to 
Certified Mail, Return 

Receipt) 

6.4 Design rates and mail preparation to match customer needs (simplify rate structure, 
preparation and acceptance requirements for moderate users of bulk mail, and for 
mailing books and parcels). 

Postal Service, PRC, mailers; 
product redesign to take 
about 3 years, 

implementation by summer of 
2004 

6.5 Position mail as a key communications medium and as a customer relationship 
management tool (customize postal products to enable small- and medium- sized 
business customers to leverage mail for promotion). 

Postal Service, 
milestones: ongoing 

6.6 Enhance package services (acceptance scanning of return parcels, new parcel 
categories— reduce number of categories, rate structures, and confusing requirements) 
by providing, merchandise return, new mail categories, and an on-line postage label 
application. 

Postal Service; milestones 
same as Product Redesign 
(implementation by summer 
2004) except for labels by fall 
2002 mailing season 

6.7 Promote greater ease-of-use to improve customer satisfaction and sales. Transform 
the Domestic Mail Manual and make rules and regulations more market-responsive. 

Postal Service; 
milestones: none 

6.8 Develop a corporate-based pricing plan and a set of strategies to develop market- 
based pricing. Retain and increase international market share. 

Postal Service; 
milestones: none 

7. Rates Increases: Rates for certain categories of mail are rising faster than inflation 
and more increases possible. 


7.1 No rate increases are planned until calendar year 2004. 


7.2 Next rate increase is planned to be a moderate and negotiated settlement. 

Postal Service, mailers, 
competitors, PRC 

8. Infrastructure/capital investment: Changes to infrastructure are limited by legal 
requirements and practical constraints. Further, the capital program freeze is 
unsustainable. 


8.1 Lift the self-imposed moratorium on post office closings and consolidations. 

Postal Service, 

done by PMG in April 2002 

8.2 Close unnecessary contract postal units. 

Postal Service 

8.3 Implement retail access strategies to ensure that customers retain adequate access 
to products and services. 

Postal Service 

8.4 Work with the PRC to streamline the post office closing process to minimize 
turnaround time. 

Postal Service and PRC 

8.5 Repeal statutory administrative notice procedures mandated for closing post offices 
(see 39 U.S.C. 404(b)), or replace them with more flexible procedures. 

Postal Service, Congress 

8.6 Eliminate appropriations language that discourages post office closings and freezes 
service levels at the 1983 level. 

Congress 
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Table 2: Summary of_Key Service Problems and Actions in the Service’s 
Transformation Plan 

Follow-up responsibility for 
actions and milestones 

8.7 Optimize the retail network (through development of a network database, baseline 
the current retail network; accommodate retail growth demand via a logical system that 
matches appropriate channel with demonstrated marketplace needs; replace redundant 
post offices, stations, and branches that do not provide appropriate value with alternative 
retail channels). 

Postal Service and Congress; 
milestones in 2002 for 
completing the network 
database 

8.8 Upgrade and reengineer the computing infrastructure to support current and new 
business requirements, as well as to enable the Service to become more efficient and to 
reduce operating costs. (Upgrade distributed, midrange, and mainframe computing 
infrastructure and implement technical and corporate shared services initiatives.) 

Postal Service, 

milestones in 2002-2009 and 

annually 

8.9 Provide universal computing connectivity (consolidate voice, data, and video network 
and implement wireless technology initiative). 

Postal Service, 
milestones in 2002-2008 

9. Human capital: The Service faces difficult human capital challenges, including 
workforce planning and realignment, performance management, compensation and 
benefit issues, and labor-management relations. 


9.1 Retain employees with skills critical to the Service’s success. (Study retention trends 
and develop plans for retention and recruitment incentives to allow the Service to 
compete for talent.) 

Postal Service, 
milestones in 2003 

9.2 Concentrate recruitment efforts on bringing talent, skills, and experience from within 
and from outside the Service to address potential loss of Service leadership. (Implement 
Associate Supervisor Program and Management and Professional Specialist Intern 
programs, use third parties for marketing/attracting candidates to specialized skill 
positions, deploy an automated screening process, pilot centralize recruitment structures 
for hard-to-fill bargaining and nonbargaining positions nationwide, and use Web 
technology to enhance recruitment and hiring processes.) 

Postal Service, 
milestones in 2002-2004 

9.3 Remove statutory salary cap for Service employees to help recruit and retain 
selected managers, executives, and officers. 

Postal Service, Congress 

9.4 Utilize succession planning to identify, develop, and select current and future 
leaders. (Continue executive development programs; hold officers and executives 
accountable for havinq/implementinq individual development plans for successors.) 

Postal Service, 
milestones in 2002-2003 

9.5 Ensure that a dynamic training curriculum is available to develop a pool of talent to 
fill leadership positions. (Maximize available training and development programs to have 
a pool of potential successors at all levels. Establish defined career path for supervisors 
and managers to facilitate succession at low-level to mid-level positions. Implement 
more technology-based training. Develop learning management system to coordinate 
administration, scheduling, tracking, assessment, and testing of learners.) 

Postal Service, 
milestones in 2002-2006 

9.6 Create a performance-based pay system. Redesign performance-based pay 
systems and assessment systems from executives to front line supervisors and EAS 
grade-level 15. A new pay system will place a greater focus on rewarding individual 
rather than group achievement. The Service will consult with postal management 
associations and then phase in the new performance assessment system. 

Postal Service, management 

associations; 

milestones in 2002-2004 

9.7 Build a highly effective and motivated workforce. Use existing programs and 
measures to hold district, area, and headquarters leadership accountable for the 
following activities: improving percentage of favorable responses to Voice of the 

Employee survey, identifying troubled worksites and develop effective plans to correct 
problems, supporting District Joint Employee Assistance Program Advisory Committee, 
supporting Diversity’s continuous education initiatives, maintaining trained Threat 
Assessment Team and properly prepared Crisis Management Team, providing violence 
awareness and sexual harassment training according to policy. Organize the most 
predictive workplace data for use by districts and areas to create proactive interventions: 
Form predictive profiles to allow the Service to become more proactive in dealing with 
potential workplace environment issues. 

Postal Service, 
milestones in 2002-2004 

9.8 Improve workforce planning. Move to an integrated workforce planning process with 
a single function responsible for reporting trends and issues. Fully utilize the provisions 
of collective bargaining agreements to reposition the workforce as needed to meet 
customer demands and operational requirements. Execute reduction-in-force avoidance 
strategies, including voluntary early retirement offerings and internal movement of 
employees. Consider reduction-in-force alternatives (voluntary reduced hours, 
retirement incentives, layoffs, voluntary sabbaticals). Seek cost-efficient ways to move 
people from positions that are no longer necessary. Modify applicable placement, 
training, and right-sizing processes. 

Postal Service, 
milestones in 2002-2005 
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9.9 Expand shared services in accounting and human resources (i.e., sharing 
technology, people, and other resources within and across administrative functions to 
reduce costs and improve the quality of administrative services). 

Postal Service, 
milestones in 2002-2004 

9.10 Explore outsourcing/impiement outsourcing initiatives with potential to increase 
service/quality levels, better utilize resources, reduce costs, and allow greater emphasis 
on the Service’s core business. Labor Relations is pursuing the establishment of an 
Employee Stock Ownership Plan for Equal Employment Opportunity investigative work. 
The Service will evaluate cost savings derived from outsourcing and Employee Stock 
Ownership Plan initiatives and use existing quality and performance measures to 
determine if these are improved by the initiatives. 

Postal Service 

9.1 1 Meet with craft union leaders to seek agreement on modifications to the current 
interest arbitration process to include mediation by the next cycle of negotiations. 

Postal Service, craft union 
leaders; 

milestones in 2002-2003 

9.12 Replace the statutory mediation and binding arbitration provisions with a process 
similar to the Railway Labor Act, including a mandated mediation process (a single 
mediator selected by the secretary of labor, who by law would be of national reputation 
and professional stature and a member of the National Academy of Arbitrators) and 
strike and lockout provisions. 

Postal Service, Congress 

9,13 Improve labor-management relations. (Expand various joint employee involvement 
and quality of work-life initiatives with labor unions. Develop and provide contract 
administration and labor/management training to management and bargaining unit 
employees. Continue to have the Service’s leadership, employee unions, and 
management associations participate in joint initiatives. Improve ability to resolve issues 
and disputes, and decrease grievance activity by developing joint handbooks and 
manuals. Develop and expand alternatives to traditional discipline and dispute resolution 
methods, including further development and refinement of the REDRESS® program and 
the use of labor and management Dispute Resolution Teams.) 

Postal Service, labor unions, 
management associations 

1 0. Liabilities: Liabilities exceed assets, and lonq-term retirement liabilities are growing. 


10.1 Increase income generation and minimize the increase in deferred retirement costs 
by allowing postal retirement fund assets to be invested in other than federal securities 
at higher rates of return. This would involve investment of postal-related Civil Service 
Retirement System and Federal Employees Retirement System retirement fund assets 
currently manaqed by the Office of Personnel Management. 

Postal Service, Congress 

1 1 . Transparency and reporting: Greater transparency is needed regarding the Service’s 
financial operating results and projections. 


11.1 Eliminate the postal fiscal year and use only the government fiscal year for internal 
and external reporting. Convert the Service’s reporting (financial and all other) from the 
existing accounting period format (i.e., 4-week accounting periods) to a calendar month 
format, with monthly and quarterly reporting. 

Postal Service, 
milestones from Jan. 2002 to 
September 2003 

1 1 .2 Publish quarterly financial reports for the first, second, and third quarters. 

Postal Service 

12. Accountability: Limited mechanisms are in place to promote accountability. 


12.1 Redesiqn the performance-based pay system. 

Postal Service 

13. Incentives: Legal framework (monopoly, break-even requirement, rate-setting) limit 
incentives to cut/restrain costs or to innovate. 


13.1 Replace the break-even requirement with a provision for a reasonable rate of return 
(also listed as 1 .1 above). 

Postal Service, Congress 

13.2 Replace cost-of-service rate regulation (see 15 below). 

Congress 

14. Rate-setting process: The Service’s rate-setting process is lengthy, adversarial and 
provides limited incentives to control costs. 


14.1 Work with the PRC to improve the rate-setting process and change the rate and 
classification structure. Initiatives: phased rate changes, operationally targeted 
experiments, major reclassification effort, segmentation for major products, negotiated 
service agreements, volume discounts. Initiatives to be considered: contract/customized 
pricing, bundle pricing for multiple products/services, seasonal discounts and premiums. 
Improve rate-setting process by streamlining process to allow reasonable pricing 
chanqes without extensive regulatory hearings. 

Postal Service, PRC, mailing 
community; the Service plans 
a “summit” with PRC and 
other stakeholders on 
changes to ratemaking and 
classification processes 

14.2 Review the statutory rate-setting process to identify potential changes for 
improvement. For example, replace the existing statutory system with some form of 
incentive regulation giving the Service pricing flexibility for competitive products, subject 
to rules to protect the market from anticompetitive Service activities. 

Postal Service, PRC, 

Congress 
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15. Universal service mission/role: The Service has not defined what universal postal 
services are needed by the American people in the 21 s * century and the Service’s role in 
providing such services. 


1 5.1 Obtain qreater flexibility to adjust the number of delivery days. 

Postal Service, Congress 

15.2 Obtain greater statutory and regulatory flexibility to redefine universal retail postal 
service, including standards for access and levels of service. 

Postal Service, Congress, 

PRC 

16. Governance: The Service’s business model and governance structure are 
problematic and need to be reassessed as part of transformation. 


16.1 The Service’s proposed commercial government enterprise model refocuses the 
board of governors on fiduciary duties. 

Postal Service, Congress 


Source: Postal Service and GAO-02-355. 
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Appendix II 


Postal Service Mail Volume and Revenue Information 


Table 3: Mail Volume by Category for the First 2 Quarters of Fiscal Year 2002 Compared with the Same Period 
in Fiscal Year 2001 

Pieces in thousands 


FY 2002 

FY 2001 

Percent 

change 

Category 

Q1 

Q2 

Total 

Q1 

Q2 

Total 

First Class Mail 

23,312,681 

25,015,392 

48,328,073 

23,862,319 

25,460,191 

49,322,510 

-2.0 

Priority Mail 

228,615 

261,309 

489,923 

275,249 

298,492 

573,741 

-14.6 

Express Mail 

13,382 

14,888 


■!.! .ill 



-12.7 

Mailgrams 


281 

1,176 

870 

875 

1,745 

-32.6 

Periodicals 



4,539,706 

2,323,486 

2,354,447 

4,677,932 

-3.0 

Standard Mail 

(primarily 

advertising) 

22,103,683 

18,728,591 

40,832,274 




■ 

Package Services 

■EHE3 

267,714 

515,346 

254,641 

263,588 

518,228 

-0.6 

International Mail 

215,122 

241 ,579 

456,701 

271,854 

306,055 

577,909 

-21.0 

U.S. Postal Service 

Mail 

126,372 

86,079 

212,451 

87,826 

81,626 

169,452 

25.4 

Free Mail for the 

Blind and 

Handicapped 

12,942 

12,801 

25,743 

10,898 

8,514 

19,412 

32.6 

Total 

EEW.1.lK'kl 



51 ,398,851 

48,510,084 


-4.5 


Source: Postal Service. 


Table 4: Mail Revenue by Category for the First 2 Quarters of Fiscal Year 2002 Compared with the Same Period 
in Fiscal Year 2001 


Dollars in thousands 



FY 2002 

FY 2001 

Percent 

change 

Category/service 

Q1 

Q2 

Total 

Q1 


Total 

First-Class Mail 

$8,186,087 



$8,173,027 


$16,875,764 

0.2 

EBUKi 

1,049,492 

■KK 32K51 


1,092,471 


2,421,057 

-4.7 

Express Mail 

194,463 

220,669 

415,133 

222,716 

240,212 

462,929 


Mailgrams 

426 

138 

565 

331 

347 

678 


Periodicals 

519,301 

485,883 

1,005,183 

505,868 

498,138 

1,004,006 

0.1 

Standard Mail 

(primarily 

advertising) 

3,979,001 

3,337,462 

7,316,463 

4,053,900 

3,401,326 

7,455,226 

-1.9 


488,206 

542,798 

1,031,004 

451,797 

493,031 

944,828 

9.1 

International Mail 

370,041 

420,671 

790,71 1 

408,162 

462,045 

870,207 

-9.1 

Services 

506,659 

535,025 


422,604 

452,559 

875,163 

19.0 



SME3E3 

BSfiaJSSiS 

95,390 

100,895 

196,285 

9.8 

Total 

$15,366,971 

$15,625,498 

$30,992,468 

$15,426,266 

$15,679,876 

$31,106,143 

-0.4 


“Other revenue includes investment income, reimbursement revenue, revenue foregone, advertising, e-commerce 
initiatives, retail initiatives, and miscellaneous services such as passport services. 

Note: Totals may not add due to rounding. 

Source: Postal Service. 
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Appendix III 

Postal Service Performance Scores 


Table 5: Overnight First-Class Mail 

Percent on-time delivery 

Year 

Q1 

Q2 

Q3 

Q4 

1993 

83.29% 

83.01% 

84.30% 

83.59% 

1994 

83.53 

78.80 

82.75 

82.56 

1995 

84.09 

84.52 

86.82 

87.23 

1996 

87.76 

87.31 

90.41 

91 .21 

1997 

90.77 

90.75 

92.15 

92.35 

1998 

92.86 

92.66 

93.51 

93.02 

1999 

92.78 

93.15 

93.54 

93.74 

2000 

93.43 

93.53 

94.44 

93.89 

2001 

93.02 

92.80 

94.06 


2002 

92.93 

93.46 

N/A 

N/A 


Table 6: Two-Day First-Class Mail 

Percent on-time delivery 

Year 

Q1 

Q2 

Q3 

Q4 

1993 

77.76% 

74.73% 

78.27% 

78.10% 

1994 

76.52 

66.72 

72.37 

74.36 

1995 

75.53 

75.04 

79.07 

80.10 

1996 

79.49 

75.54 

80.04 

80.25 

1997 

75.90 

71.74 

78.59 

78.58 

1998 

78.88 

78.70 

86.06 

87.66 

1999 

86.47 

83.36 

86.89 H 

88.37 

2000 

86.41 

83.60 

87.02 

87.87 

2001 

85.70 

81.15 

84.77 

86.08 

2002 

82.06 

82.24 

N/A 

N/A 


Table 7: Three-Day First-Class Mail 

Percent on-time delivery 


Year 

Q1 

Q2 

Q3 

Q4 

1993 

81.92% 

77.16% 

80.18% 

81.62% 

1994 

79.24 

65.44 

76.84 

78.55 

1995 

80.16 

75.52 

82.19 

82.72 

1996 

82.24 

70.93 

82.44 

82.82 

1997 

79.01 

70.03 

80.20 

80.14 

1998 

80.49 

74.24^ 

83.68 

86.44 

1999 

86.69 

79.18 

86.87 

88.12 

2000 

85.59 

78.87 

85.60 

86.38 

2001 

83.77 

73.76 

81.00 

83.18 

2002 

72.35 

73.51 

N/A 

N/A 


Note: N/A = No data available for Q3 and Q4. 
Source: Postal Service. 

(543022) 
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GOVERNMENTAL AFFAIRS SUBCOMMITTEE 
ON INTERNATIONAL SECURITY, PROLIFERATION 
AND FEDERAL SERVICES HEARING ON 
THE POSTAL SERVICE IN THE 21 ST CENTURY: THE USPS TRANSFORMATION 

PLAN 

MAY 13, 2002 

QUESTIONS FOR POSTMASTER GENERAL JOHN POTTER 
FROM CHAIRMAN DANIEL AKAKA 


Human Resources 

1 . The T ransformation Plan indicates that many of the USPS supervisors and 
managers will become eligible for retirement in the next four to five years. You 
indicate that USPS will introduce a Management Intern Program and a 
Professional Specialist Program to address recruitment of personnel with critical 
skills in the areas of technology and management. Would you explain the 
strategies that will be used to recruit employees into these programs, and would 
you detail your plans for dealing with these problems in the short term? What other 
succession plans are being considered? 

The Management Intern Program (M1P) is based on the successful Office of 
Personnel Management’s (OPM) Presidential Management Intern Program. 
Working with OPM, the Postal Service developed a recruitment and assessment 
process for internal and external candidates. To apply, applicants must have 
received a master’s degree in business, engineering, or management (especially 
transportation, logistics, or financial management) from an accredited graduate 
program by May 2002. Qualified applicants participate in a one-day assessment 
process to evaluate their problem-solving, communications, interpersonal, 
leadership, and teambuilding skills. The assessment includes an individual 
presentation, a group discussion, and a writing exercise. In June of this year, the 
Postal Service hired 22 Management Interns. Plans are being formalized to begin 
the recruitment process in October for FY 2003, and subsequent years. 

The Professional Specialist Program is designed to address technological and 
management needs in critical skill areas at Headquarters, and Headquarters field 
offices. The functional areas with the critical skill need will identify key positions 
and corresponding two year developmental programs for the designated 
positions. Corporate Personnel Management (CPM) will assist with the 
recruitment and selection of both internal and external candidates. CPM is now 
in the process of advertising and recruiting for the initial positions, and will 
complete the selection process in September. This program will be ongoing with 
recruitment beginning in October of each year. 
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The Postal Service has a variety of other succession plans underway, including 
the Sloan Program, the Executive Exchange Program, and Mentoring. These 
programs provide leadership and management training to help prepare 
employees for future executive positions. 


2. Will the Postal Service use the impending retirements to restructure its workforce 
and reduce the number of employees? If so, how will the USPS plan and manage 
this restructuring? 

While retirements may yield a reduced number of employees, it is critical that 
sufficient resources are available to support the core mission of processing and 
delivering the mail. As in the past, efforts to reduce personnel costs will be 
balanced with our organizational requirements. Postal Service restructuring 
efforts will continue to use a systematic approach to review the work that is being 
performed, to determine whether that work should continue to be performed, and 
to determine if there are better ways to perform the work that remains. 


3. The Service has experienced long-standing labor management problems that 
have, among other things, hindered productivity improvement efforts. To what 
extend has the Postal Service worked with the unions to develop innovative 
productivity improvements for mail processing and delivery operations, and what 
successes have been realized? 

We believe that continuing disputes overwork rules have had a negative impact 
on productivity both in delivery and mail processing. In an effort to improve the 
workplace environment and reduce the number of disputes, the Postal Service 
has developed a joint contract interpretation manual with the National 
Association of Letter Carriers (NALC), and is in the process of finalizing a manual 
with the American Postal Workers Union (APWU) and the National Postal Mail 
Handlers Union (NPMHU). This initiative has been complemented with new jointly 
developed grievance/arbitration procedures with the NALC that produce faster 
and more responsive resolutions to workplace disputes at the local level. 

In addition, the Postal Service continues to support Employee 
Involvement/Quality of Work Life (QWL) programs with both the National Rural 
Letter Carriers Association (NRLCA) and the NPMHU. Recently, mail processing 
successes from the NPMHU’ QWL teams were celebrated at a joint conference. 
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4. The Postal Service has noted recent progress in reducing the number of 

outstanding grievances, but many thousands of these grievances remain to be 
settled. What steps is the USPS taking to make further progress in this area? 

As noted in question three, the Postal Service has developed the USPS-NALC 
Joint Contract Administration Manual (JCAM). First published in June of 1998, 
the JCAM is about to undergo its fourth update. Each updated edition provides 
more information to guide field officials in applying the national collective 
bargaining agreement. This reference tool, along with the new, nationally 
implemented Dispute Resolution Procedure (DRP), has reduced the number of 
grievances appealed to arbitration and has reduced the backlog of grievances 
pending arbitration by 50 percent over four years. 

A similar effort to publish a joint contract reference manual with the NPMHU is 
nearly complete, and the APWU is currently reviewing the Postal Service’s first 
draft of such a reference manual for that union. 

In addition, the Postal Service continues to engage the NALC, APWU, and NPMHU 
in periodic reviews of the existing arbitration backlog in an effort to resolve those 
cases that can be resolved prior to arbitration. 


5. The USPS reported taking steps to address long-standing problems associated 
with a management style that has hindered strong labor relations. What is the 
Postal Service doing in this regard? 

We believe education is the key to addressing problems associated with 
management style. The Postal Service has implemented the Associate 
Supervisor Program (ASP), a sixteen-week course for initial level supervisors, to 
provide managers with a comprehensive training program. ASP is a combination 
of classroom and on-the-job experiences designed to provide trainees with the 
critical knowledge and skills necessary to lead and succeed. An important 
component of the training program addresses human relations skills. 

Additionally, the Postal Service has implemented the “Troubled Site Process.” 
This is a joint process with the unions to identify problem sites with the goal of 
identifying and resolving disputes through communication and consultation at 
the local level. 
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6. Would the proposed Commercial Government Enterprise’s pension fund and health 
plan be part of the federal system? What would happen to current employees’ 
retirement benefits? Who would guarantee the pensions of existing pensioners, 
current employees, and future employee? 

The Commercial Government Enterprise (CGE) concept has been advanced as a 
plausible model for the future. At this time, specific proposals concerning 
pensions and retirements have not been developed. 

It should be noted that the Postal Service has a liability to OPM to fund: (1) the 
Civil Service Retirement System (CSRS) for the retirement liabilities created by 
general increases granted by Postal Service management; and (2) cost-of-living 
(COLA) increases granted to postal retirees by the federal government. These 
funding requirements are determined by OPM, which is responsible for actual 
payment of pension benefits to all federal retirees. 

Of course, the Postal Service is also responsible for the dynamic funding of the 
Federal Employees’ Retirement System (FERS). 


Operations/Facilities 

7. The Transformation Plan recognizes a need for regulatory oversight of the Postal 
Service because of its public service role. The Plan notes that the Board of 
Governors may change to focus more on financial oversight. Can you provide your 
vision of how the functions of the Board and the Postal Rate Commission would 
change from their present structures? Would a Commercial Government 
Enterprise Board be presidentially-appointed? How do you envision the Board’s 
role, and what qualifications would be required for Board members? 

In compliance with the U.S. Constitution, the Postal Service must be under the 
direction of officials appointed by the President while it continues to be part of 
the executive branch of the United States government. In a commercial 
environment, with a transformed but still government postal entity intended to 
seek a return on the government’s investment and to accumulate retained 
earnings for the long-term support and viability of the system, the Board would 
need to function somewhat more like the Boards of other commercial entities. In 
the Transformation Plan, we described the broad outlines of how the Postal 
Service might be structured as a commercial government enterprise, without 
attempting to prescribe particular divisions of authority and responsibility in 
detail. One might conceive a range of potential solutions that could serve the 
broad aims reflected in the Plan. Given the diversity of interests in the postal 
community, we do not think that the Postal Service can expect to impose on the 
process a specific detailed proposal resolving ail of the issues that may arise. 
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8. The Postal Service is studying whether to close or consolidate some facilities. 
What is under consideration, what criteria will be used, how will you ensure 
transparency in the process, and how do think facility consolidation would affect 
the Service's future capital investment needs? Additionally, how are you involving 
union and non-union employees in this process? 

In our mission to provide universal mail service, the Postal Service must manage 
one of the largest and most complex logistics networks in the world. As the 
economy and demographics of the United States have changed, our networks 
have evolved in response to the needs of the nation. Network complexities are 
inherent in a system that provides service to a multitude of mail classes and 
shapes, which are transported between 932 different 3-digit ZIP Code areas. Our 
existing infrastructure of 400 plus processing plants inhibits our ability to quickly 
respond to changing business requirements, customer demands, and national 
crises. 

The Postal Service’s present financial situation, coupled with rapid technological 
advances in supply chain management technology, makes this the ideal time to 
initiate a comprehensive redesign of our distribution and transportation 
networks. To this end, the Postal Service has initiated a network optimization 
effort with a charter to create a flexible logistics network that reduces both the 
Postal Service’s costs and the customers’ costs, increases overall operational 
effectiveness, and improves consistency of service. 

The Network Integration and Alignment (NIA) initiative is a scientific, data-driven 
approach to provide us with the analytical means to drive the necessary redesign 
of our existing network and provide rapid response capability. A team of Postal 
Service operations experts, mailing industry representatives, supply chain 
management professionals, and world-renowned network optimization experts 
from industry and academia are working to produce a set of network optimization 
and simulation models that will objectively analyze costs, capacities, and volume 
flows for each mail processing facility. These models will also determine which 
facilities remain viable and necessary within the future infrastructure and what 
distribution and transportation roles will be performed by those facilities that 
remain as parts of an optimal, fully integrated network. 

As part of our transformation strategies we intend to work closely with our labor 
unions and other key stakeholders, providing a clear view of what we want to 
accomplish for our organization. We are promoting a spirit of cooperation as we 
jointly examine ways to improve not only our business effectiveness and 
operational efficiency, but our relationships with the labor unions and 
management associations as well. This will allow us to react quickly to changes 
in customer demand and improve operational efficiency. 
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Decision criteria to be used for facility consolidation/expansion: 

1. Processing costs that leverage demonstrated economies of scale and 
scope. 

2. Transportation costs as further defined by mode selection criteria. 

3. Ability to meet service requirements as defined within time bands that 
correspond to allowable transport components within the operating plan. 

4. Capacity constraints dictated by floor space requirements and time 
windows to achieve necessary throughputs. 

5. Facility opening, closing, expanding, and altering costs. 

6. Each individual facility’s ability to contribute toward total network 
optimization as defined by total cost minimization. 

No weights are provided for any one factor over another. The feasibility of 
each facility being able to perform any given role is determined; then, costs 
are associated with the facility performing each given role based upon that 
facility’s demonstrated performance. Network optimization chooses the least 
cost solution for the total network. 


Finances/Management 

9. As you know, without robust business management information technologies a 
business cannot accurately track costs. The Transformation Plan discusses the 
need for pricing flexibilities, however, the Plan appropriately notes "that the Postal 
Service would be unable to take full advantage of increased pricing flexibilities 
unless good product cost data can be extracted and used in a product-based costing 
system.” Wouldn't it be useful to develop and employ data systems of this type, in 
advance of any transformation plan, and what steps are you taking to do this? 

The Postal Service’s current costing systems were designed to meet both 
management needs for timely information about the costs of providing products 
and the reporting requirements of the current statutory pricing system. It may be 
useful to begin modifications to the costing systems to enable Postal Service 
management to have information that is timelier than current systems, and 
refined enough to support a more flexible approach to pricing. But we need to be 
careful that we do not undertake wholesale changes to the costing systems 
without a clear understanding of what capabilities are needed. While we have 
begun to identify the types of data we will need to move forward, developing 
extensive new cost data systems without an understanding of what capabilities 
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we need would only waste scarce Postal Service resources. The process of 
identifying new costing data that will be needed to implement a more flexible 
approach to pricing is one element of the Corporate Pricing Plan that the Postal 
Service is currently developing. 

10. In reviewing the Transformation Plan, I noted that you are proposing to save $5 
billion dollars between the years 2002 and 2006. And yet, the Postal Service is 
projecting a $1 .5 billion loss for this current fiscal year and reducing the workforce 
by 20,000 employees. The projected loss will result in the USPS debt rising to 
$12.9 billion, which is only $2.1 billion below the statutory debt limit. What are you 
projecting as your net income during the period next four years, and do you expect 
to reach or exceed the debt limit during this time frame? 

Although it is premature to project specific net income goals, we believe, with 
renewed volume growth and absent additional extraordinary events, that the 
Postal Service should be able to operate within its statutory debt limit. The $12.9 
billion debt projection was made at the beginning of this fiscal year and will be 
reviewed prior to year end. The freeze on the facilities portion of the Postal 
Service’s capital program and the Governors' directive that increases in debt be 
minimized, have been effective in helping to control debt. 


11. The Transformation Plan looks toward a Commercial Government Enterprise to 
raise capital without borrowing. Has the Postal Service considered incorporating 
the need for more capital spending in its rate cases and asking for higher rates 
before the Postal Rate Commission? 

Yes. The Postal Service will pursue ways to include cost increases in the 
revenue requirement in future rate cases for new facilities to serve the expanding 
delivery network. However, the goal of incorporating the need for more capital 
spending in rate cases would have to be balanced against the needs of current 
customers and the ability to meet future needs for efficient service. 


12. Under the Commercial Government Enterprise (CGE), approach would the U.S. 
government be explicitly or implicitly liable for the CGE's liabilities? 

The Government is not explicitly liable for the Postal Service’s liabilities now. 
Presumably, that would not change under the CGE approach. As we indicated in 
the Transformation Plan, unless the postal system can continue to be financially 
viable while meeting its public service obligations, the Congress could eventually 
find it necessary to choose between continuing those obligations or providing 
some of the funding to support them. 
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13. The Transformation Plan notes that privatization of the Postal Service was rejected 
because it would be inappropriate to focus on profit. However, aren't retained 
earnings the same as profit and would be the focus for a Commercial Government 
Enterprise? Do you believe there should be a limit placed on the amount of CGE 
profit? 

Generally speaking, a company that generates a profit can either pay it out to 
shareholders as a cash dividend, or retain the earnings and reinvest them in 
the business. The Postal Service does not have shareholders, so any 
surplus would be retained by the Postal Service for use in funding its 
operations and other obligations. We do not consider a profit limitation to be 
necessary. We believe that the rising costs of serving a continuously 
expanding delivery network combined with existing and emerging 
competitive pressures will place a natural brake on the growth of profits. 
Under the CGE concept, retained earnings are a source of funds for the 
capital costs associated with the expanding delivery network. Retained 
earnings will also help to decrease outstanding debt and to fund investments 
in technology. 

14. You cite the Commercial Government Enterprise model as favored by liberalized 
foreign posts. What is the record of these liberalizations in terms of rates, 
efficiencies, and unfair cross-subsidization from monopoly rates? 

While many foreign posts have undergone significant change in the last decade, 
it is very difficult to be specific about the results of the liberalization of these 
posts because of differing legal and regulatory frameworks across different 
countries. However, we can make several general observations about foreign 
postal liberalization. Generally, a process has been established to allow 
competitive entry in non-monopoly markets. Service standards have often 
improved and measures of service performance are more frequently available to 
customers. Many liberalized foreign posts have begun offering non-traditional 
products and services such as electronic transmission of messages and data and 
retail banking so that they may better use their retail assets. 

Generally, foreign post liberalization has resulted in retention of a “protected” 
sector, which typically includes letter mail weighing less than a specified number 
of grams. The pricing goal in many foreign regulatory regimes is to maintain 
reasonable rates within the protected sector; that is, to ensure that customers 
with few alternatives do not pay excessive postage rates. This policy goal would 
tend to limit the potential for cross-subsidization of non-monopoly products. 
However, unlike pricing for Postal Service products which is carefully reviewed 
by both the Postal Service and the Postal Rate Commission (PRC), the detailed 
examination of prices and costs for some foreign postal administrations often is 
not available to permit a determination of whether cross-subsidization exists or 
not. 
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Ratemaking/New Products 

1 5. The T ransformation Plan and the upcoming summit with the Postal Rate 

Commission indicate an interest in creating more streamlined rate processes. Why 
hasn’t the USPS done that before? Why did the USPS not follow-up on a 1 992 
task force report that suggested a number of changes in procedure? 

Several of the ideas discussed in the 1992 taskforce report have produced 
results. For example, the current PRC experimental and market test rules which 
allow expedition in smaller cases are an outgrowth of this report. However, some 
other proposals, such as the apparent proposal for phased rates, would likely 
have led to more rate filings not fewer. 

The recent settlement of the Docket No. R2001-1 omnibus rate case is the most 
visible example of the Postal Service's and the PRC’s efforts to streamline rate 
cases. While this settlement was driven by unprecedented circumstances, it also 
demonstrated that a non-litigated settlement can occur within an omnibus rate 
case. The Postal Service will make every effort to work within the PRC’s rules to 
build on this success. In addition, the Postal Service has worked successfully 
with the Commission, customers and other interested parties in a number of 
small classification cases to reach settlement agreements that resolve issues 
without extensive litigation. 

At the same time, it must be noted that the settlement was not achieved 
unilaterally by the Postal Service. Instead, it depended upon the continued 
encouragement of the PRC and the willingness of all the affected parties to work 
together. Currently, the Postal Service is bound by the PRC’s rules which are 
predicated on the need to provide a fair hearing for all concerned parties. We 
hope to cooperate with the PRC to identify which of these rules are needed to 
preserve due process rights and which are outdated and need revision. 

However, the statutory rate-making process itself as contained in Title 39 may not 
provide the pricing flexibility the Postal Service needs. The Postal Service hopes 
to move forward in the current, cooperative atmosphere and work to develop a 
regulatory framework that best meets the needs of customers, the American 
public and the Postal Service. 
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16. The Transformation Plan states that under the Commercial Government Enterprise 
approach the Postal Service will increase its offering of new retail products. Would 
you please specify what these retail products will be, and would you explain the 
metrics or strategies that would be employed to demonstrate how much new 
products and services will cost in relation to how much revenue they will net? As 
new products are considered and developed, will USPS consult with potential 
competitors, particularly small businesses, as to the effect on them of such 
competition, and lastly, will the expansion of USPS services require a greater 
advertising budget or campaign? 

In the Transformation Plan, we stated that new retail services would be built 
around the Postal Service's core mission and unique capabilities, and will be 
provided to add value to customer visits and increase revenue to the Postal 
Service. We are concentrating on two specific retail categories, both described in 
the plan: complementary retail products and retail services provided on behalf of 
government and other partners. A complementary product is merchandise that 
directly complements our core business, including packaging and mailing 
supplies, and stamp-related products. An example of a service offered on behalf 
of a partner is the acceptance of passport applications, offered in partnership 
with the Department of State. 

Regarding metrics used to evaluate retail products, all retail products are 
measured on a profit and loss basis, which is a practice that we plan to continue. 
To calculate net returns, gross revenues are reduced by all direct and indirect 
expenses. Types of expense may vary by type of product or service, but 
generally they include wholesale, inventory, packaging, and distribution costs 
(for physical products); systems development and support; transaction expense; 
advertising; and overhead. Strategically, a potential new retail product is 
evaluated primarily on the degree to which it addresses the needs of postal retail 
customers. Other considerations include the degree to which it can be operated 
and supported by our field managers and service associates, and our ability to 
integrate it into our operating and systems environments. 

Our purpose for developing new or improved retail products and services is to 
improve the convenience and value of customers visiting a post office. Retail 
products must generate revenue sufficient to cover all costs and provide a 
contribution to the Postal Service overhead. 

Almost every product offered by the Postal Service - including basic mail 
services - has competition in some form. However, our reason for offering any 
new service at retail is to improve the experience for our existing customers. We 
do not offer retail services to take customers away from retail competitors. We 
do not routinely check with all potential competitors before considering any 
service. It would often not be feasible in some cases, and in other cases it may 
inappropriate or anti-competitive (for example, to discuss price). However, we 
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are very sensitive to the potential impact that our services may have on other 
providers, and we consider that impact, along with other factors, in our planning 
process. 

It may be appropriate to use paid advertising to inform customers about the 
availability of new or improved products and services, or improvements in access 
to those services. As with any expense related to a particular retail product, we 
would make this decision based on the expected financial return of that 
advertising. As a matter of course, we would always first attempt to use free 
communications channels or relatively low cost marketing tools (e.g., point of 
purchase displays) before proposing to use media or other advertising. 

17. What can be done to allow for the development of a privatized government entity 
while still protecting a level playing field for the private market? 

While more commercial in outlook and approach, a Commercial Government 
Enterprise (CGE) would still be under government direction and oversight; private 
competitors are not. This difference assures that the public interest is 
represented. In addition, the Transformation Plan recognizes that, for a postal 
system retaining monopoly protection, some form of regulation would be 
appropriate. The plan also contemplates that antitrust and fair competition rules 
might be applied as more competitive postal services are deregulated. 

18. As the Postal Service begins its transformation, do you believe there should be any 
limits on the lines of business the USPS could pursue if an activity might lead to 
added revenues? If so, what remedies do you believe should be available to a 
competitor? 

The Postal Service does not intend to enter into any lines of business that 
diverge significantly from its core mission of transmitting payments, messages 
and correspondence for the American public. However, the Postal Service is very 
reluctant to advocate any specific statutory restrictions; as we have found with 
the Postal Reorganization Act of 1970, well-intentioned - and mutually agreed 
upon - restrictions may become unsustainable in the future. Newer technologies 
may be developed that will allow citizens to better communicate in the future. 
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1 9. How do you intend to present the “transformed” USPS to the public? 

In April 2002, the Postal Service developed a communications plan to accompany 
the Transformation Plan. The communications plan provided suggestions to 
postal executives on communicating the contents of the Transformation Plan 
with the news media, employees, and customers. During a series of internal 
meetings in the spring of 2002, postal executives were briefed on key 
components of the plan, so that they could discuss with key stakeholders the 
human capital issues, operations challenges and growth strategies outlined in 
the plan. 

Postal managers were encouraged to conduct meetings and briefings with a 
wide-range of audiences and to disseminate news releases and articles to their 
local newspapers to help educate the American public about postal issues. 
Communication strategies included speaking to local civic and rotary groups 
about the Transformation Plan, submitting guest columns to newspapers and 
conducting interviews with the news media about transformation. 

At the national level, Postmaster General John E. Potter unveiled the 
Transformation Plan at the National Press Club. His presentation received 
publicity across the country as the Postal Service communications staff 
developed a satellite media feed from that event. Postmaster General Potter has 
conducted interviews with several key media representatives and continues to 
talk about transformation issues at industry conferences, speeches and other 
public venues. 

As the Postal Service continues to make progress on the goals and objectives 
outlined in the Plan, our communications staff will work with management in 
developing appropriate communication materials for audiences nationwide. 


20. Postal reform in several European countries has involved partial restriction of the 
letter mail monopoly; for example by limiting its application to packets at or below a 
specified weight. In your view, would some statutory limitation of the current 
monopoly be compatible with the transition to a more competitive, transformed 
Postal Service? How significant is the statutory monopoly in view of the increased 
use of e-mail and the internet as alternatives to letter mail? 

Any proposed change must be evaluated within the context of the Postal 
Service’s continued obligation to provide universal service to the American 
people. Even with the increased use of electronic mail, the use of the Postal 
Service is still the most common method Americans use to send and receive 
bills, statements, remittances, business messages, and other correspondence. 

We believe that the Private Express Statutes remain an essential foundation for a 
postal system that is required to provide universal service and meet other public 
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service obligations. Nevertheless, we have also recognized that, as part of a 
reform package in which some postal services are substantially deregulated, the 
monopoly may need to be adjusted to assure that it does not apply to 
deregulated, competitive services. Accordingly, we have been willing to accept a 
legislative package involving some narrowing of the scope of the letter monopoly 
to exclude expedited or heavier-weight letters, provided that those services are 
genuinely deregulated. 

21. The Transformation Plan includes an extensive discussion of different pricing 
strategies the Postal Service might pursue in the future as a Commercial 
Government Enterprise. Generally, these approaches include value-based pricing. 
One of the pricing strategies involves distinguishing between high-volume, frequent 
mailers and those who mail less regularly. Would this strategy result in higher 
prices for private citizens and small business who use stamps rather than postage 
meters or permits? 

No. The Postal Service is committed to finding ways to keep mail services 
affordable for all its customers especially for private citizens and small 
businesses who have few alternatives to mail service. We intend to carefully 
examine any value-based pricing initiatives to ensure that implementing this type 
of pricing would not increase the cost of mail for small customers. Carefully 
designed, pricing initiatives for larger mailers will benefit all customers by 
increasing these customers’ contribution to institutional (overhead) costs, thus 
reducing the burden on smaller customers. 


22. Another potential pricing strategy discussed in the Plan is "purchase location 

segmentation.” This strategy would charge a premium for postal services in areas 
where operational and fixed costs are higher. How would the Postal Service 
ensure that this strategy would not result in higher delivery charges for mailings to 
and from geographically remote areas of the nation, like Hawaii and U.S. territories 
in the Pacific. 

The Postal Service intends to continue its current statutory mission of providing 
universal service with at least one uniform rate. The “purchase location 
segmentation” strategy discussed in the Transformation Plan refers to several 
possibilities, for example, (1) encouraging customers to use low-cost ways to 
complete retail transactions; (2) offering discounts for mail that is entered closer 
to destination and thus avoids certain mail processing and transportation costs; 
or (3) offering new products and services in a limited geographic area to test 
marketplace reactions. 
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23. Much of the discussion about negotiated service agreements or volume discounts 
focuses on large mailers with heavy volumes. I understand that mail prepared by 
many small, community businesses and nonprofits is more expensive for the 
USPS to process. However, I wonder what kind of discounts or incentives can be 
offered to these smaller mailers that will improve the quality of their mail and help 
to lower the combined costs of processing mail for the USPS and those mailers? 

The Postal Service is looking at new incentives for smaller mailers that may 
encourage these customers to mail automation-compatible mail that helps to 
control Postal Service costs. While specific initiatives have not been finalized, 
possible opportunities include: (1) activities that reduce retail window use; (2) 
entry of mail at designated offices within a city rather than at neighborhood post 
offices; (3) entry of mail during designated “non-rush” periods or by appointment 
when post office staff is available to accept the mail; or (4) establishment of 
incentives to encourage several smaller mailers to consolidate their mailings. 


24. It would appear that offering seasonal discounts would be of benefit to the Postal 
Service, its customers, and its employees especially since there are times when 
postal facilities are underutilized due to low mail volume. Many community-based 
groups send out annual calendars, membership solicitations and renewals, 
schedules of community events, and packets of updated volunteer information. Do 
you believe that given a window of seasonal discounts that these groups would be 
interested in helping to “level the workload” for USPS? If so, when can we expect 
to see the USPS file something on seasonal discounts with the Postal Rate 
Commission? 

If a discount for the entry of mail during periods of low volume were offered, the 
Postal Service would encourage its use by all customers (including community- 
based groups) who met the requirements for the discount. These customers 
would be interested in this type of postage discount if mailing during the 
designated period met their organizations’ needs. While encouraging off-peak 
use of the mail is an attractive opportunity, it must be considered within the 
framework of the current network and resource use pattern. For example, 
although resources are used less intensively during certain periods, these times 
provide an opportunity for staff vacations. We must work our way through these 
issues before any seasonal discount can be proposed to the PRC. We are 
studying all potential ideas and needed capabilities in our development of the 
Corporate Pricing Plan. 
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Purchasing/Procurement 

25. Over 20 years ago, the Governmental Affairs Committee held hearings on the 
need for a centralized government contractor suspension and debarment system. 

It was found that too often contractors, who had been debarred by one federal 
agency, were continuing to do business with other federal agencies. To respond to 
this problem, a uniform federal suspension and debarment system was created. 
This debarment system also maintains a federal debarment list of thousands of 
contractors and persons who have been barred for fraud. 

With an annual procurement budget of almost $15 billion, the Postal Service is one 
of the federal government’s largest procurement agencies; however, its debarred 
bidder list had fewer than 10 persons listed as of April 1, 2002. Why hasn’t the 
Postal Service taken greater efforts to protect its massive procurement program 
from the fraudulent contractors who have been banned from the rest of the 
government, and why doesn't the Postal Service participate in this federal 
government-wide program? 

Pursuant to statute (31 USC 6101 (note)) and Executive Order 12689, debarments 
and suspensions by a procurement activity under the Federal Acquisition 
Regulation have government-wide effect. The Postal Service is not such a 
procurement activity, so other government agency debarments and suspensions 
do not, as a matter of law, prevent the affected party from contracting with the 
Postal Service. The Postal Service does, however, direct its contracting officers 
to consult GSA’s government-wide list of debarments and suspensions in 
establishing the capability of prospective postal contractors and to justify any 
decision to award a contract to an offeror included on the list. (Purchasing 
Manual (PM) 2.1.7.c.3(c).) Further, in an appropriate case, the Postal Service may 
undertake to debar or suspend a contractor based on its debarment or 
suspension by another agency. (PM 3.7.1. e.5. ; i.5.) Under this authority, the 
Postal Service recently took such action against Arthur Anderson and the Enron 
Corporation following their suspension by GSA. 


26. Do your information systems capture past performance data of contractors? If not, 
what mechanism do you use to track performance and ensure that future contract 
awards are given only to competent contractors? 

Since 1994, the Postal Service’s Supply Management organization has used a 
Supplier Measurement and Tracking system (SMT) to capture past performance 
data on suppliers. The suppliers measured by this system primarily produce 
products to postal specifications. Currently, purchasing specialists manually 
track other suppliers providing commercial products or services. As part of 
contract closeout, purchasing and supply management specialists include a 
synopsis of the supplier’s performance in the contract file that may be evaluated 
during the course of future purchases. 
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The Postal Service is developing a web-based Supplier Rating System that will be 
implemented this fall to capture annual performance information on all Postal 
Service suppliers. Purchasing and supply management specialists nationwide 
will use the system to examine past performance data on all contracts, regardless 
of the product or service. 


27. The Postal Service states that it should not be bound by the Federal Acquisition 
Regulation (FAR) because the Act is too constricting and does not allow the Postal 
Service to contract in a flexible and efficient manner. However, the Postal Office of 
Inspector General (OIG) has noted that the Postal Service, in adopting its own 
suspension and debarment process, has established a procedure that makes it 
harder to debar fraudulent contractors than the FAR procedures. Do you believe 
the Postal Service makes it more difficult to remove fraudulent contractors than the 
procedures used under the FAR or by private industry? 

The Postal Service believes that Congress has correctly excluded the Postal 
Service from the application of most “Federal law[s] dealing with public or 
Federal contracts” (39 USC 410(a)), and the result has been increased flexibility 
and efficiency for the Postal Service. 

The distinction which the question notes involves the burden of proof necessary 
to debar a contractor on certain specific grounds, including violation of the terms 
of a government contract and “any other causes of a such serious and 
compelling nature ... as may . . . warrant debarment” (Purchasing Manual (PM) 
3.7.1.e.4). The FAR standard is “preponderance of the evidence,” FAR 9.406- 
2(b)(1); the PM standard is “evidence that the Postal Service determines is clear 
and convincing,” PM 3.7.1 .f.3. 

The “clear and convincing” standard was common to purchasing regulations 
predating the FAR (see, e.g., Armed Services Procurement Regulation 1 -604.1 (ii) 
(1976)). The “preponderance of the evidence” standard was first adopted by the 
Office of Federal Procurement Policy in a 1982 policy letter (47 FR 28854, July 1, 
1982). An earlier draft of that policy letter had proposed a “substantial evidence” 
standard. (46 FR 37832, July 22, 1981.) 

The difference in standards has little role in the decision whether to initiate a 
debarment proceeding. Both the FAR and the PM provide that the existence of a 
cause for debarment does not require that the contractor be debarred; the 
seriousness of the contractor's acts or omissions and any remedial measures or 
mitigating factors should be considered in making any debarment decision (FAR 
9-401 (a); PM 3.7.1 .f.), and the exercise of that discretion is far more significant in 
the determination whether to debar than the standard. 

This difference in standards does not affect debarments based on the 
contractor’s conviction of a crime in connection with its performance of a 
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government contract. Further, there is no obvious source of information about 
“the procedures used ... by private industry [to remove fraudulent contractors]”; 
private industry has no “due process” obligation with respect to its dealings with 
its suppliers and no obvious counterparts to the suspension and debarment 
procedures followed by federal agencies. 


28. The Transformation Report calls for revising purchasing regulations. What 
revisions are needed, and what can’t the Postal Service do under current 
regulations? 

Although the Postal Reorganization Act (PRA) generally allows the Postal Service 
to acquire goods and services in a manner akin to the best commercial practices, 
we have not taken full advantage of that freedom in our purchasing regulations. 
Instead, we have adopted detailed regulations that, to some extent, mirror federal- 
acquisition rules and that cover virtually all aspects of purchasing. Application of 
those regulations is time-consuming, expensive, and overly legalistic in many 
instances. 

We plan to replace approximately 300 pages of regulations with a brief, simplified 
set of regulations that will allow the Postal Service the business freedom to 
purchase goods and services as envisioned in the PRA. Our new regulations will 
be easy to understand, will focus Postal Service personnel on purchasing goods 
and services of good quality at a good price, and will provide expedited means to 
inexpensively resolve business disputes. The new regulations will allow the 
Postal Service to enter into longer-term, supply-chain relationships with those 
suppliers who offer the best goods and services to the Postal Service. 

As noted, the primary change is to focus postal purchasing toward the best 
commercial practices. In addition, we also are adopting greater freedom to 
choose our business partners. For example, in private industry, when a supplier 
is not responsive to its customers’ needs, then the customer no longer deals with 
that supplier. The type of business behavior that would lead to such a business 
decision includes a pattern of unsatisfactory contract performance or bad-faith 
business dealings. Although we do not expect to exclude companies from 
competing for our business very often, some suppliers have demonstrated that it 
is simply too time-consuming and costly for us to want to do business with them. 
Whenever we feel it is inappropriate to continue to do business with a company, 
we will always give that company an opportunity to discuss the matter fully. That 
is a common practice in private industry. 

Another revision is more general in scope. Our Purchasing Manual currently has 
the force and effect of law. That means suppliers can sue over postal business 
decisions whenever suppliers feel we have not observed our policies and 
procedures. Those challenges are often very expensive; they also often last 
several months, which sometimes disrupts needed acquisition of goods or 
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services in a timely manner. In tandem with the new regulations already 
mentioned, we intend to convert most of the current policies and procedures into 
internal guidelines, not subject to legal challenge. We will also establish an 
expedited, inexpensive process to address and resolve business disputes, 
focusing on informal meetings, mediation, and an ombudsman who will promptly 
resolve disputes if the parties are unable to do so. 


29. What changes have you implemented on your analyses of high dollar 

lease/purchases to address the OIG’s concern that these transactions should be 
reviewed and approved by the Board of Governors? 

We assume this question arises from OIG Audit #TD-AR-02-002, Trailer Lease 
Justification. That audit report indicates that a decision analysis report (DAR) 
should have been prepared and Board of Governors' approval should have been 
obtained. 

The OIG’s report hinges, in part, on its reading of postal handbooks dealing with 
the DAR process. As the report reflects, postal management, including the acting 
manager of the organization responsible for those handbooks, disagreed with 
that reading. Because of that disagreement, postal management has not taken 
steps to implement the OIG’s recommendations. We have worked with the OIG by 
exchanging information and holding several meetings to work through issues. 
While opportunities for improvement have been identified, resolution on all 
issues has not been attained. 

We disagreed with several of the report’s findings. We do not agree with the 
finding that the Postal Service could save $85 million over 12 years by 
purchasing trailers versus leasing them. Using estimates from the draft audit 
report, actual payment data, and proven postal business practices, over the 6- 
year term of the contract, the net benefit of the service contract is $48.7 million 
net-present-value (NPV), when compared to ownership. If the contract is renewed 
for an additional 6-year term, the NPV over the 12-year period is approximately 
$21 million. These comparisons do not take into full consideration the 
infrastructure increases required to maintain this fleet expansion, had purchasing 
been pursued. 

It is clear that the major differences in our views and those of the OIG are in the 
assumptions used to project costs over the 6-year term of the contract and the 
potential 12-year term, if the option to extend is exercised. The consolidated 
national contract will provide clear cost data. We intend to use that data to 
perform another analysis, before any decision is made to exercise the option to 
extend the trailer contract. 
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30. Why doesn’t the Postal Service not use the Decision Analysis process if the 

purchase is other than a normal operating expense, regardless of dollar amount? 
How does the Postal Service attract small, minority, or women owned businesses 
to its procurement and contract programs? 

The purpose of the directives setting out the Decision Analysis process is “to 
ensure that the capital and expense investments of the Postal Service provide the 
necessary facilities, vehicles, and equipment to meet its goals relating to 
customer and employee satisfaction and revenue generation while ensuring 
accountability, credibility, and competitiveness.” (Handbook F-66, General 
Investment Policies and Procedures, 1-2.) In that process, a Decision Analysis 
Report (DAR) is used “to recommend an investment for approval [by justifying it] 
either as an economic opportunity or as a means of sustaining existing postal 
operations into the future by correcting or eliminating a problem.” (Handbook F- 
66, 1 -3.1.1.) 

In the context of the question, purchases “other than normal operating expenses” 
are subject to the Decision Analysis process if they represent investments which 
exceed the thresholds established for capital and expense projects. (Handbook 
F-66, Exhibit 2-1). It is not obvious what advantage would result from removing 
those existing dollar thresholds. 

The Postal Service’s Supplier Diversity program is a fundamental element in the 
Postal Service’s corporate strategy to remain competitive and profitable in the 
marketplace. Our record is a good one, and because our business and financial 
challenges are more similar to those of the private sector than those of 
government agencies, the Postal Service has adopted more of a private-sector 
approach to supplier diversity. That approach is based on strengthening our 
supplier base by reaching out to identify strong suppliers and providing them 
with opportunities to compete for our contracts. Attracting small, minority and 
woman-owned businesses to compete for our purchase opportunities is one of 
the most central parts of our purchasing program. 

We periodically benchmark our efforts against both the public and private 
sectors, and historically, results have proven substantial. For example, in 2001, 
we participated in a supplier diversity survey of Conference Board firms; the 
survey found that the Postal Service was a leader in the use of small and woman- 
owned firms, and "above average" with minority-owned firms. While direct 
comparisons are difficult given the wide differences among the data available for 
comparison, this leadership position was reconfirmed from a second source; in 
the second annual DIV2000.com survey of 100,000 small, minority and woman- 
owned suppliers, the Postal Service ranked sixth among public sector entities in 
promoting "multicultural business opportunities.” 

Earlier last year, the Postal Service was the only public sector entity chosen to 
participate, with a number of Fortune 1 00 firms, in the development of a Public 
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Broadcasting Service series on the importance of supplier diversity. The 
program is now being aired in several markets, and we use it as part of our 
ongoing supplier diversity training. We have also developed a Computer Based 
Training course addressing postal-specific supplier diversity issues. The course 
will be broadly distributed and used during 2002, and it appears so promising that 
at least one local chapter of the National Minority Supplier Diversity Council has 
requested to use the course. 

The Postal Service continues to maintain close relationships with a number of the 
national associations and their affiliates that support supplier development and 
diversity throughout the country. In 2001, we sponsored or actively participated 
in an estimated 100 fairs and events focused on supplier diversity across the 
nation. The Postal Service web site, www.usos.com , contains a variety of 
material designed to provide information on how to do business with us, 
connects to buyers and key contact points, and delivers information on contract 
opportunities. 

We would also like to point out that the policy changes mentioned above should 
make doing business with these entrepreneurs easier and even more effective. 
One of the impediments we have experienced is that the huge size and 
complexity of our current purchasing regulations makes it an awesome task for 
the small, minority or woman entrepreneur to seek postal business. We want that 
business, and the new policies will help us achieve even more than we have in 
the past. 


31 . How does the Postal Service implement and track recommendations made by the 
Office of the Inspector General reports to ensure the recommendations are fully 
implemented? 

The Postal Service recently established a 10-person unit that is responsible for 
coordinating the interaction between management and the OIG, including 
assisting in the preparation of responses to audit report findings and 
recommendations. The unit has developed an automated information system that 
is used by both the unit's staff, Headquarters department and Area Office liaisons 
to track management's progress in implementing the corrective actions for each 
agreed-to recommendation. (In those infrequent cases where management 
disagrees with an OIG-recommended corrective action, the matter is submitted to 
a formal audit resolution process, with final resolution authority residing with the 
Service's Governors.) On a periodic and as-requested basis, the unit prepares 
status reports for senior management and the Board, showing the progress of all 
open recommendations. In order to close out a recommendation, the 
management official to whom the recommendation was addressed is required to 
submit documentation sufficient to demonstrate that the agreed-to corrective 
action has been implemented. 
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32. Since the OIG has been using DCAA to conduct audits of Postal Service contracts, 
what have you done to ensure that cost savings are realized? 

The Postal Service’s use of DCAA audits in connection with its contracts 
predates the establishment of the OIG. When DCAA audit information is 
available, it is used as a basis for negotiating settlements of contract disputes. 
Where such negotiations have been unsuccessful, the Postal Service has relied 
upon the DCAA audits for evidence in legal proceedings, and it expects that 
DCAA auditors will be called upon to testify in future contract trials. 

Most DCAA audit requests are self initiated by the contracting officer for 
evaluation of supplier contract cost proposals in response to new purchase 
requirements and for modifications to existing contract awards. The DCAA audit 
reports are therefore considered advisory and are recognized as supplemental 
information for the contracting officer to use during supplier negotiations. 

Further, DCAA report recommendations and negotiated results are included in 
the contracting officer's file documentation. Copies are provided to the OIG. In 
addition, we are currently reengineering this process to ensure that potential cost 
savings outlined by DCAA audit reports are addressed promptly by the 
contracting officer, and the results are reported back to the OIG. 

Mail Safety/Detection 

33. At a recent hearing before the House Appropriations Subcommittee, the USPS 
Vice President for Engineering testified that intelligent mail, which provides 
information on the sender, "... gives the Postal Service a much higher level of 
security as compared to the anonymous mail that is dropped into the individual 
collection box." Do you believe mailer-applied unique identifiers act as a deterrent 
against the use of mail as a weapon, and if so, what can the Postal Service do to 
encourage the production of mail with mailer-applied unique identifiers and reduce 
the amount of anonymous mail? 

There is reason to believe that mailer-applied unique identifiers act as a deterrent 
against the use of mail as a weapon. This is based on the argument that if the 
Postal Service can trace a mail piece to the originator, an individual is less likely 
to use the mail as a weapon because of the increased likelihood that the 
individual would be caught and brought to justice. Sources of anonymous mail 
can be commercial mailers and individual consumers. The Postal Service is 
investigating strategies to reduce anonymous mail from both sources. With 
commercial mailers, we are developing enhanced security processes. If mailers 
meet a set of security standards, their mail will be considered “safe” and will not 
require special handling. This shared responsibility would help to keep security 
costs down. At the individual consumer level it is a more challenging issue. With 
individual personal transactions at a retail counter, mail pieces could be uniquely 
identified and associated with the customer. This would be performed by the 
Postal Service as an automated part of retail transactions. 
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When compared to anonymous collection mail, intelligent mail could be used to 
identify the sender, the contents of the letter or package, the origin of the mailed 
item, the intended recipient and the item’s intended destination. Historically, 
criminals have used fictitious address information and the anonymous collection 
stream to introduce injurious articles such as extortion letters, violent threats, 
and explosives. Intelligent mail would enhance law enforcements’ ability to 
assess risk by identifying mailers and suspect contents. With knowledge of the 
improved safeguards associated with mail, criminals would be discouraged from 
using the mail to transport hazardous and unauthorized materials due to the 
increased likelihood of being identified as the mailer. 

The Postal Service currently uses intelligence on mailed items to provide mailers 
with information on processing and delivery, such as delivery confirmation. PC 
postage also uses an information based indicia that provides extensive 
information on a mailpiece. Intelligent mail would expand the use of intelligence 
for security purposes and increase the public's confidence in the mail. 


34. You have testified that trusted mail which has an individual piece marking presents 
significantly lower risk of terrorism than anonymous mail. I understand there is no 
perfect security, but given the significantly lower risk, what is the Postal Service doing to 
encourage trusted mail, and who will pay these costs? 

As noted in the answer to question 33, the costs of security would be shared by 
both the Postal Service and the commercial mailer. Provided the commercial 
mailer met a set of security standards, mail from these mailers would be 
considered “safe” and would not require special handling. This would both save 
money and improve service. The cost of reducing anonymous mail at the retail 
counter would be borne by the Postal Service. The remaining anonymous mail 
would require special handling, and the costs would have to be absorbed by the 
Postal Service. 


35. What additional operational and capital costs does USPS expect to incur in the 
short- term for security related expenses? How will these additional costs affect the 
Postal Service's financial situation over the next two years, and who will pay these 
costs? 

A number of security initiatives to protect postal employees and customers from 
exposure to biohazardous materials have been identified in the Postal Service’s 
Emergency Preparedness Plan (EPP). At this point, the EPP defines the primary 
initiatives and estimated funding requirements relative to reducing risk against 
biohazards (terrorism). Although the specific funding required for individual 
initiatives may vary from what is currently documented in the Plan, it is 
anticipated that the total level of funding required for these initiatives will be 
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covered by the $587 million in 2002 appropriations already approved by Congress 
and the $799.8 million in FY 2003 requested appropriation. 

The EPP does not discuss recurring costs associated with the impact of these 
initiatives on maintenance and operations. These recurring costs have not been 
included in any of the Postal Service's appropriation requests. 

The recurring operating and maintenance costs of these security initiatives may 
be significant. These can be grouped into four general categories: (1) the cost of 
continued irradiation of selected mail at certain locations, which will include 
costs to prepare mail for processing and operating labor; (2) the implementation 
of detection technologies will also incur significant recurring costs, primarily the 
cost of the reagents used to detect hazardous substances; (3) the operation of 
filtration equipment, primarily retrofitted on existing mail processing equipment, 
will also increase operating costs, especially electricity; and (4) there will be 
ongoing support costs for these and other efforts, including the costs to plan, 
develop, implement, and maintain mail security policies and practices. 

At this time, it is not possible to quantify these recurring costs with an acceptable 
degree of precision. As the security initiatives are further developed, the 
associated cost impacts will be better quantified. 

The recent terrorist attacks have further heightened the Postal Service’s 
awareness of the need to manage security and mitigate risks to physical and 
information assets. A variety of internal assessments and enhancement 
initiatives are currently ongoing and planned. The costs of these initiatives are 
expected to be funded internally. 
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GOVERNMENTAL AFFAIRS SUBCOMMITTEE 
ON INTERNATIONAL SECURITY, PROLIFERATION 
AND FEDERAL SERVICES HEARING ON 
THE POSTAL SERVICE IN THE 21ST CENTURY: THE USPS TRANSFORMATION 

PLAN 

MAY 13, 2002 

QUESTIONS FOR POSTMASTER GENERAL JOHN POTTER 
FROM SENATOR THAD COCHRAN 


1 . Given the significant funding the Postal Service has requested for mail security, 
what steps have been taken or are planned to separate out anonymous “high risk” 
mail so that security efforts can be focused there? In other words, what are you 
doing to maximize trusted mail that is individually marked so that we don't have to 
spend public dollars where it’s not needed? 

The Postal Inspection Service has recently initiated a program with the Postal 
Service and the commercial mailing industry that would identify commercial 
mailers who comply with specific security practices. This program, identified as 
the Trusted Mail Provider (TRUMP) program, is a voluntary process whereby 
commercial mailers would certify their compliance with specific practices related 
to facility and personnel security. When a mailer identifies itself as a trusted 
mailer, postal inspectors would review the mailer’s operation and hiring practices 
to determine compliance. A mailer would be deemed a trusted mailer if its 
operations and hiring practices include adequate security provisions. Inspectors 
will evaluate opportunities to enhance security at commercial facilities, when 
necessary, and make recommendations for improvement. Should a future event 
occur that requires special handling of mail, mail from a trusted provider could 
bypass these measures depending on the nature of the threat. 

2. I understand that all risk cannot be removed from the mail stream. But what can 
commercial mailers do to assist the Postal Service in streamlining security 
measures so that mail that comes from a secure commercial mailer with a meter 
indicia or permit and goes directly into the Post Office can stay secure and not be 
subjected to additional screening and decontamination? 

Commercial mailers have been asked to familiarize themselves with the security 
criteria of the TRUMP Program and are invited to implement the necessary 
protocols for recognition as a compliant participant in this program. If a future 
event requires additional screening or decontamination, mail from the trusted 
mailers group may be processed without the additional requirements. 
Participation in TRUMP is voluntary and would be one indicator of a mailers’ 
willingness to streamline postal security measures. Operationally, this would 
enable local postmasters to make decisions regarding which mail could be 
inducted directly into the mail stream and which should be further screened. 
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GOVERNMENTAL AFFAIRS SUBCOMMITTEE 
ON INTERNATIONAL SECURITY, PROLIFERATION 
AND FEDERAL SERVICES HEARING ON 
THE POSTAL SERVICE IN THE 21ST CENTURY: THE USPS TRANSFORMATION 

PLAN 

MAY 13, 2002 

QUESTIONS FOR POSTMASTER GENERAL JOHN POTTER 
FROM SENATOR FRED THOMPSON 


1 . Today’s Postal Service is a vital part of a $900 billion mailing industry. It is 
important, therefore, to address exactly what Americans want from their Postal 
Service. The core mission of the Postal Service has always been letter delivery. In 
past years, however, the Postal Service has been branching out its services into 
new and varied ventures. What do you think the mission of the Postal Service 
should be? 

The Postal Reorganization Act (PRA) affirmed the historic mission of the Postal 
Service to bind the nation together by providing all Americans with a universal, 
affordable way to communicate with each other. The PRA was intended to ensure 
that these services would evolve and remain robust in a business and social 
climate that was becoming increasingly dynamic. The drafters of the PRA also 
anticipated the need to develop new products and services when they wrote that 
the Postal Service would be “forever searching for new markets and new ways by 
which the communication needs of the American people can be served.” The 
Postal Service’s historic mission is still relevant today and will remain relevant in 
the future. Our exploration of new and varied ventures is entirely consistent with 
this mission and is, in fact, essential - not only to serve the changing needs of 
our customers but also to develop a more diversified financial base with which to 
support universal service. 


2. According to the Postal Reorganization Act of 1 970, the universal service 

obligation requires the Postal Service to provide prompt, reliable, and efficient 
services to patrons in all areas, and render postal services to all communities at 
fair and equitable rates. The Transformation Plan discusses the broad scope of 
this definition and reviews the ways in which other countries and industries have 
addressed the issue of universal service obligations. In light of these reviews, do 
you think the definition of universal service that we commonly use is sufficient, or 
should it be modified? Please explain. 

Conceptually, the definition of universal service, as it is commonly used, is valid. 
However, some aspects of this definition may need to be modified 1) to serve the 
changing needs of the nation, 2) to reflect the changing landscape of opportunity, 
and 3) to address the need to modify the Postal Service’s 30-year-old business 
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model. Americans still need and deserve prompt, reliable, and efficient services 
in all areas, with access to postal services in all communities at fair and equitable 
rates. What may need modification is the way in which the universal service is 
provided. For example, everyone now receives the same basic delivery service, 
whether or not that service is appropriate for their needs. In the future, a basic 
service could include different delivery days in various areas, according to local 
customer needs and the overall imperative to maintain efficiency, with additional 
services available based on customer requirements. 

The cited language from the Postal Reorganization Act provides a broad, 
comprehensive description of universal service that remains very satisfactory 
and relevant to today’s postal system. The Transformation Plan pointed out that, 
after the genera! principles embodied in the 1970 law were enacted, a detailed 
post office closing and appeal provision was added. Also, annual appropriation 
riders have been enacted prescribing a freeze in certain services at the 1983 level, 
along with other limitations. We believe that universal service remains the 
overriding purpose of the postal system. To continue achieving that goal at 
affordable prices, services and facility networks must be adjusted from time to 
time, in line with changing conditions. For example, as the population shifts and 
habits change, services and networks should adjust to match current needs, not 
the needs of the past. In sum, we believe that portions of the current law are out 
of tune for a modern postal system providing universal service. The difficulty is 
not with the basic formulation of universal service, but with the later, more 
specific provisions making it more difficult for the Postal Service to match 
resources to needs over time. 


3. GAO’s February 28, 2002 report on the Postal Service's increased need for 
transformation posed a critical question:... What type of governing board is 
appropriate for USPS given the complex mission and role of this $70 billion entity 
with its nearly 900,000 employees?” Unlike the GAO report, the Transformation 
Plan did not address this issue. Please explain whether or not you feel the current 
governance structure is appropriate to handle an agency of the Postal Service's 
magnitude. Are there any alternative structures that you feel should be 
considered? If so, please describe them? 

The current system of governance is designed to allow the Postal Service to be 
operated in a businesslike manner, while preserving the public character of the 
nation’s mail system. The Board includes nine Governors who are appointed by 
the President, with the advice and consent of the Senate, to represent the public 
interest generally. The Governors are appointed for staggered nine-year terms to 
insulate the postal system from partisan political influence. The Governors 
provide a balance of experience and perspective designed to assure the Postal 
Service of the best possible management. They, and they alone, appoint and 
determine the tenure of the Postmaster General, the chief executive of the Postal 
Service. Their duties also include approving the PRC’s recommended rates and 
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classifications, as well as directing and controlling expenditures, long-range 
planning and setting postal policy. The Board also takes up matters such as 
service standards, capital investments and facilities projects exceeding $10 
million. In all these matters, the Governors serve as the guardians of the public 
interest. We believe that this structure of governance has served the nation well 
over the past three decades, and should not lightly be set aside. 


4. The Transformation Plan proposes that the Postal Service replace the current 
binding arbitration requirement with provisions similar to the Railway Labor Act, which 
allows employee strike and agency lockout authorities. 

a. What other avenues have you reviewed regarding how the Postal Service might 
address its employees’ labor issues and contracts? 

The Postal Service has also considered changing the current binding 
arbitration provisions to emphasize mediation as a means of resolving 
collective bargaining impasses. 

b. What strategies do you believe would be most effective in improving labor- 
management relations? 

The Postal Service believes its current strategy of jointly addressing 
disputes at the national level, using an understanding of both vested and 
mutual interests to resolve those disputes, and communicating those 
resolutions to the local level is the most effective dispute resolution 
model to pursue to improve labor-management relations. It is essential 
that the parties at the national level conduct themselves in this manner, 
setting an example for labor and management in the field so this model is 
ultimately migrated to the field. Pursuing an interest-based strategy of 
dispute resolution has proven successful with the NALC, and, we are 
confident, will prove successful with our other unions as well. 
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GOVERNMENTAL AFFAIRS SUBCOMMITTEE 
ON INTERNATIONAL SECURITY, PROLIFERATION 
AND FEDERAL SERVICES HEARING ON 
THE POSTAL SERVICE IN THE 21 ST CENTURY: THE USPS TRANSFORMATION 

PLAN 

MAY 13, 2002 

QUESTIONS FOR POSTMASTER GENERAL JOHN POTTER 
FROM SENATOR CARL LEVIN 


1 . I understand that the Postal Service is planning to lift the moratorium on post office 

closings. 

a) What are the criteria for determining which post offices will be closed? 

With the lifting of the moratorium, the Postal Service’s immediate focus 
will be on completing the necessary paperwork on approximately 500 
Post Offices that had been previously suspended due to emergency 
situations beyond the control of the Postal Service. An ongoing retail 
network optimization is looking at the entire national retail network to 
create a comprehensive proposal for putting services where they are 
needed. The Postal Service will employ a criteria-based methodology to 
accommodate growth and eliminate redundancies. 

b) What type and degree of Congressional and local consultation will there be 
before a post office is closed? 

Postal Service procedures provide full opportunity for public comment 
prior to any proposal to close a post office. If the Postal Service 
determines that a closing is warranted, a written proposal to close or 
consolidate the office must be posted for 60 days to solicit public 
comment. If after reviewing the comments received during this period 
discontinuance is approved, a final determination must be written. This is 
then posted for 30 days during which time local postal customers may 
appeal the final decision to the independent Postal Rate Commission 
(PRC). The PRC has 120 days to review the Postal Service decision and 
render a final opinion. Additionally, the office may not be closed until 60 
days after the final decision is initially posted. Provisions are also made 
for retention of the community name as a mailing address in the event a 
post office is closed or consolidated with another facility. 
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c) What effort will be made to relocate the staff of a closed post office? 

The Postal Service is focusing only on completing the necessary 
paperwork on offices that had previously been emergency suspended. 
These post offices are not currently in operation. They have no 
postmaster, no other employees, and in some cases the building no 
longer exists. The Postal Service will make every effort to relocate an 
employee when an office has been suspended or has been approved for 
discontinuance. 

2. Some of my constituents who are Postal Service employees have contacted my 
office with concerns about the Postal Service's Family and Medical Leave policies. 
Some report that their supervisors have been reluctant to permit them to take 
family or medical leave time, while others have faced delays in being granted 
leave. Please clarify the process the Postal Service uses for approving employee 
leave under the Family and Medical Leave Act. Also, please describe what 
recourse is available for employees who are denied leave. 

The Postal Service, like much of the federal government, initially managed the 
Family Medical Leave Act (FMLA) program through the front line supervisor. As 
the law has developed, however, it has become clear that making FMLA 
determinations is a more complex task than many supervisors and managers 
have time or expertise to perform. 

Accordingly, in July 2000, the Postal Service started to roll out a new program 
called Resource Management, one component of which is the centralization of 
FMLA decision making. As part of this process, approximately 500 supervisors 
and managers have participated in in-depth training on the proper management 
of FMLA. Presently over 440,000 of the 760,000 career Postal Service employees 
have their attendance and FMLA administration processed through centralized 
locations. We are expanding this program weekly and should have over 600,000 
employees in this system by the end of calendar 2003. The centralization of this 
process has standardized the Postal Service’s administration of FMLA, resulting 
in more consistent decisions. When decisions on FMLA status are delayed due 
to a need for additional information regarding the employee’s health condition, 
FMLA protection is provisionally granted pending receipt of the necessary 
information. 

We are currently working with the Department of Labor (DOL) to provide 
presentations to each regional Wage and Hour office on this new approach to 
FMLA management in the Postal Service. We hope to work cooperatively with 
DOL to establish regular meetings at the regional level to discuss FMLA issues. 
Employees who are dissatisfied with the Postal Service’s decision on the FMLA 
status of their leave are usually able to pursue the issue through the grievance 
process or through an internal administrative process. 
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3. Several members of my staff have been informed by the Postal Service that there 
are no longer any delays to the mail caused by the anthrax attacks. However, we 
have received a significant amount of mail over the last few weeks that were sent 
in November and December. Please tell me how long we can expect this to 
continue and why mail remains undelivered from the time of the anthrax attacks. 

The irradiation of all letter-size and flat-size mail has been kept current since 
March. Since that time we have had a steady flow of letters/flats to and from the 
irradiation treatment facility. The irradiation process has added approximately 5- 
7 days to the delivery time for mail, which reflects the time within the Postal 
Service. Additional delays occur depending upon the procedures followed at 
particular branches of the federal government. 

Other delays may be the result of mail held by various federal agencies and sent 
back to the Postal Service over the last several months. No more mail of this type 
will be processed by the Postal Service. 

Parcels, which require X-ray treatment, will be current as of June 21. The delay 
was due to our need to fine tune the X-ray equipment needed to sanitize parcels. 
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GOVERNMENTAL AFFAIRS SUBCOMMITTEE 
ON INTERNATIONAL SECURITY, PROLIFERATION 
AND FEDERAL SERVICES HEARING ON 
THE POSTAL SERVICE IN THE 21ST CENTURY: THE USPS TRANSFORMATION 

PLAN 

MAY 13, 2002 

QUESTIONS FOR POSTMASTER GENERAL JOHN POTTER 
FROM SENATOR THOMAS R. CARPER 


1 . I was happy to see that you included in the Transformation Plan a promise not to 
raise rates in until 2004 because it means you realize that continually raising rates 
will only drive more of your customers away. How realistic is this promise and 
where exactly would the $5 billion in savings that would enable you to keep it come 
from? 

If volume growth returns in Fiscal Year 2003 and the Postal Service does not 
suffer from any new economic downturns, the promise to defer the rate increase 
is realistic and will be met. 

The $5 billion in savings comes primarily from capital programs and 
breakthrough productivity initiatives. These programs are outlined in Appendix 
M — Efficiency-Based Strategies of the Trans formation Plan. Purchasing 
initiatives, including supply-chain management, and transportation cost savings 
are also expected to contribute to the $5 billion in savings. The $5 billion in cost 
savings over a five-year period represents an average of $1 billion a year in 
incremental cost savings. In its best year, the Postal Service has achieved 
savings close to this amount but has not previously been able to achieve this 
level of savings year after year. It will take extraordinary commitment and 
successful implementation of the Performance-Based Strategies outlined in 
Appendix O of the Transformation Plan to ensure the capture of these projected 
savings over the complete five-year horizon. 


2. As I'm sure you know, the Office of the Consumer Advocate issued a report at 
around the time the Postal Rate Commission was about to approve the latest rate 
increase that called into question the performance of Priority Mail and a number of 
other Postal Service products. In addition, the Comptroller General in the written 
testimony he submitted before the hearing points out that on-time performance for 
First Class mail has eroded in recent months. What steps are you taking, or what 
steps will you take, to address the issues raised by the Consumer Advocate and 
GAO? 

As you are aware, the tragic events of 9/11 , and the subsequent use of the mail to 
initiate anthrax attacks, had an immediate impact on our ability to provide 
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consistent levels of customer service. However, I am pleased to report that 
through the efforts of our dedicated workforce, we have overcome significant 
challenges to produce service performance levels that are approaching record 
high marks. 

As background, prior to the alliance with FedEx, a substantial amount of Priority 
Mail was carried by commercial air passenger transportation. The balance was 
transported on our own dedicated surface and air transportation networks. 
Performance scores were trending downward, however, which prompted us to 
seek a more streamlined contract solution. During Fiscal Year 2001, our 
performance had declined in each of our 13 Accounting Periods, as compared to 
Fiscal Year 2000, with the average decline being 4.3% over the whole of Fiscal 
Year 2000. We selected FedEx as our partner in an effort to improve service to 
more dependable levels. However, this was based on the assumption that 
commercial air passenger transportation would still be available for Priority Mail. 
After the terrorist attacks effectively removed this transportation option, we relied 
on a variety of alternatives, coordinated over time to rely on FedEx for a greater 
percentage of our transportation requirements. Our performance scores reflect 
this time of transition from September 2001 through approximately January 2002 
(Accounting Periods 1 through 5), followed by a period of dramatic improvement 
from January to the present. 


3. As I'm sure you know, the Postal Service’s workplace safety record is among the 
worst in the federal government. More than $1 billion is spent every year on 
workers — compensation payments and the Postal Service currently owes more 
than $5 billion in payments in future years. These are costs that are passed on to 
ratepayers. I was disappointed, then, to see that the Transformation Plan includes 
no real plans to reduce the number of workplace injuries at the Postal Service but 
instead proposes moving older or previously injured workers out of injury prone 
jobs and asks for changes in the law that would reduce the amount its has to pay 
out to injured workers. In your oral testimony at the hearing, you referred to efforts 
the Postal Sen/ice has taken recently to reduce injuries and expressed satisfaction 
with the progress that has been made. What steps have you taken? I know that 
OSHA, after studying workplace safety at a number of Postal Service facilities 
recommended that you employ an outside consultant to find a way out of your 
safety problem. Has this taken place? 

Since the passage of the Postal Employees’ Safety Enhancement Act (PESEA) in 
1998, the Postal Service has been changing the paradigm of its safety and health 
program. We began with a new management commitment, involvement, and 
accountability. We began to measure not only accidents and injuries, but the 
program itself, using the Occupational Safety and Health Administration (OSHA) 
recommendations for program evaluations, contained in their proposed program 
standard. Results of program evaluations have shown continued improvement, 
and contributed to our recent successes in acquiring status in OSHA’s Voluntary 
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Protection Program (VPP) for several postal facilities. This program provides for 
Federal agencies, and certain contractors at VPP sites, to join the program's three 
levels which include: Star, the most prestigious program for companies with 
excellent safety and health programs; Merit, for companies with good programs 
trying to reach Star level; and Demonstration, for companies with excellent safety 
and health programs that have innovative features OSHA desires to evaluate. 

We have tasked management with reducing the OSHA injury and illness rates, 
and those rates have come down dramatically this year. 

We are not aware that OSHA has recommended that we employ an outside 
consultant to “find a way out of your safety problem.” We believe we have 
already sought a leadership role in employee safety and health and developed a 
world-class program with advanced tools. We have also expanded partnership 
activities with OSHA to increase compliance and further reduce occupational 
injuries and illness. We have used private sector expertise as appropriate in 
developing the programs and advanced tools, as well as for support during the 
recent terrorism/anthrax crises. Nevertheless, we are responsible and 
accountable for employee safety and health and cannot delegate that 
responsibility to a consultant seeking to do business with the Postal Service. 
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David M. Walker 

Comptroller General of the United States 

Enclosure I 

Questions for the Record from Senator Daniel Akaka 

1. How do you rate internal controls over purchasing? Would you advise the 
Postal Service to have more discretion by its contracting officers? 

We have not reviewed the Postal Service’s internal controls over purchasing for many 
years. Therefore, we do not have advice to offer at this time regarding the discretion 
of the Service's contracting officers. 


2. The Postal Service has contracted with the same public accounting firm 
for the last 25 years. In light of recent events surrounding Enron and 
Andersen, do you believe changes should be made for postal audits? 

According to postal officials, the Postal Service has rebid the contract for the 
external audit approximately every 3 to 5 years since 1972. They further noted that 
the Postal Service is currently in the process of rebidding the contract for its external 
financial audit and it expects to announce the contract award soon. We believe that 
the decision as to who will serve as the Service’s external auditor should be made by 
the Board of Governors. In making this decision, the Board needs to consider a 
variety of factors, such as the independence, objectivity, integrity, past performance, 
and technical competence of the firms being considered as well as the views of the 
Service’s Inspector General. However, the Board’s responsibility does not end with 
the selection of an outside auditor. The Board, and in particular its audit committee, 
has an important role to play in assuring fair representation and appropriate 
accountability of management in connection with the Service’s financial reporting, 
internal controls, compliance, and related matters. The Board should ensure that 
postal management reports timely and reliable financial information and provides 
reasonable financial disclosure to understand key trends and risks related to the 
Service’s financial condition and outlook. In this regard, in our view, the Board 
should place special emphasis on reviewing the accounting for and disclosure of the 
Postal Service’s significant pension and retiree health obligations. 


3. You have warned for some time that the unreliability of the Postal 
Service’s financial numbers hampers its ability to provide accurate 
financial forecasts. One of the cornerstones to accurate economic 
forecasting is the ability to track data. How would you grade the Postal 
Service’s information technology structure and what recommendations 
would you make to strengthen it? 

We have not reviewed the Postal Service’s information technology structure and thus 
are not in a position to assign a grade at this time. However, we are currently 
conducting a review of the Service’s information technology investment management 
capabilities to determine (1) the Service’s capabilities for managing its information 
technology investments and (2) what actions the Service plans to take to improve its 
investment management capabilities. We are using GAO's Information Technology 
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Investment Management framework to conduct an assessment of the Service’s 
processes for managing information technology investments necessary for achieving 
business goals. Specifically, we are compar ing actual practices to practices in the 
GAO guide to determine whether the Postal Service has implemented the processes 
necessary to effectively manage its information technology investments. We expect 
to issue our report on this area later this year. 

Although our work has been limited in the information technology area, we recognize 
the connection between information technology and the ability to track vital data. For 
example, the Service is in the process of deploying an “information platform” to 
provide reliable, real-time information on mailings, which will entail capital 
investments in information technology. However, completion of the platform is 
expected to take years, and mailers have urged the Service to make more rapid 
progress. In addition, the Service has recognized the need for an activity-based 
costing system in mail-processing facilities that would track specific costs, and 
Service officials have told us that such a system will be deployed in the near future. 
Moreover, the Service has recognized the need for improved data quality on postal 
costs collected by various statistical systems and special studies. The Service has 
outlined a multi-year strategy for improving data quality in systems that track carrier, 
clerk, and transportation costs, systems that track operations data, and systems that 
track data on the revenue, pieces, and weight of mail. In this regard, follow-through 
will be critical and will depend on the continued availability of budget and other 
resources. 


4. Are you concerned that the Postal Service may not have the financial 
resources it needs to implement its Transformation Plan? What tradeoffs 
might need to be made? 

We are concerned that the Postal Service may not have the financial resources it 
needs to fully implement its Transformation Plan. The Service’s financial condition is 
deteriorating, with declines in mail volume leading to declines in revenues. Revenues 
are declining faster than expenses, in part because many expenses are fixed, and in 
part because the Service continues to experience difficulties in achieving and 
sustaining increases in its productivity. As a result, continuing deficits and cash flow 
difficulties are limiting funds available for capital investment, which is currently 
inadequate to maintain and modernize postal infrastructure. At the same time, the 
Service is approaching its $15 billion statutory debt limit with no debt reduction plan. 
Further, the Service anticipates growing expenses relating to major liabilities and 
obligations that are estimated at close to $100 billion, which include liabilities for 
pensions, workers’ compensation benefits, and debt to the Treasury; and other 
obligations for post-retirement health benefits. In addition, expenses related to 
enhancing mail safety and security are a key unknown cost factor, and it is uncertain 
to what extent Congress will pay for these costs, but the price tag may be substantial. 
Finally, the Service’s ability to cover its expenses by raising postal rates may be 
limited. For example, the Postmaster General has committed to keep rates steady 
from mid calendar year 2002 until 2004. However, even if the Service manages to 
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hold rates down, much larger declines in mail volume may be in the offing if mailers 
shift to electronic and other alternatives to the mail. 

Thus, tradeoffs are likely to be required between achieving various desirable 
outcomes. In the short term, given any set of postal rates, the Service must make 
tradeoffs between (1) operating expenses, which may affect the quality of service, 

(2) capital expenses, which affect the extent to which the Service can maintain and 
improve its infrastructure, including investments to improve productivity, and 

(3) debt reduction, an outcome that would contrast with the growing level of debt 
due to the Service’s continued deficits and reliance on borrowing to finance its 
capital program. In the longer term, tradeoffs may need to be made between the 
scope and quality of universal postal service and postal rates; such options might 
include fewer delivery days or higher rates for certain services. These tradeoffs may 
be affected by the degree to which legal and practical constraints will continue to 
limit tr ansformation efforts in the future. For example, retail postal services may be 
maintained or improved if retail services can be provided with more points of service 
while relying less on traditional brick-and-mortar post offices. 

In order to avoid ever more unpalatable tradeoffs, it is important to recognize that the 
Service’s business model will not work in the 21“ century, and the time has come for 
comprehensive and fundamental reform. Difficult and controversial issues (e.g., 
defining universal service and rationalizing infrastructure) must be addressed, and 
the parties involved will need to find common ground in building a postal system for 
the 21 st century. As I testified before this subcommittee, shared sacrifice from all 
stakeholders will be necessary to achieve a successful postal transformation. 


5. GAO has made recommendations for the Service to improve the 

transparency of its financial information. Yon testified last spring that 
the USPS should provide quarterly financial reports on its web site. 
However, your testimony pointed out that the Postal Service has posted 
only one quarterly report to date, and that was for the third quarter of 
fiscal year 2001. How important are these quarterly reports to 
understanding the USPS’ financial results and outlook? What other 
shortcomings do you see in this area, and how much progress has the 
USPS made in implementing GAO’s recommendations in this area? 

Quarterly financial reporting, at a minimum, is very important to understanding and 
analyzing the Service’s financial condition and outlook. Timely, relevant, and 
accessible financial information is needed to increase transparency and 
accountability, which are fundamental principles to ensuring public confidence in the 
Service. Financial statements, the center of present day business reporting, would 
help provide stakeholders, including Congress, the public, and ratepayers, with a 
comprehensive understanding of the Service’s financial condition and outlook — 
which is becoming increasingly dire. Additionally, periodic financial reports afford 
Congress, stakeholders, and the Service the opportunity to understand differences 
between budgeted and actual amounts, improve financial planning, and take action to 
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address potential problems in a timely manner. The Service’s current financial 
condition, which includes continuing deficits, severe cash flow pressures, liabilities 
exceeding assets, frequent rate increases, and requests for Congressional 
appropriations, has concerned many stakeholders. Given the vital role of the nation’s 
postal system, it is imperative that these stakeholders understand the risks facing the 
Service, its financial condition and outlook, and the actions that it is planning to take. 
Specifically, for some of the actions that the Service is requesting as part of its 
Transformation Plan — i.e. additional flexibility — it will be important to couple an 
appropriate level of transparency and accountability with these actions. This 
movement towards increased transparency and accountability parallels the concerns 
raised in the private sector, especially considering recent failures of large 
corporations. 

The Service has agreed with our recommendation to improve the transparency of its 
financial data and stated that it was providing financial reports on its Web site in a 
more timely and user-friendly manner. The Service provided one quarterly financial 
report for fiscal year 2001 — for the third quarter. For quarters 1 and 2 of fiscal year 
2002, the Service posted the chief financial officer’s slide presentation to the Board of 
Governors on its Web site. The Service stated that it would continue to post the chief 
financial officer’s quarterly financial presentations to the Board of Governors on its 
Web site. As we have testified, these financial presentations do not provide 
sufficiently detailed information for stakeholders to understand the Service’s current 
and projected financial condition, relevant risk factors, or how its financial outlook 
has changed. These presentations do not include cash flow data, explanations of 
significant variances to plan, actions the Service plans to take in the short term, and 
revised year-end projections. It would also be useful for the Service to provide easy 
access to previous quarterly reports and presentations. More timely and accessible 
financial information is needed. We are looking at this issue more in depth and will 
provide additional clarification of what is needed in this area as we follow up on our 
recommendation. 
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Questions for the Record from Senator Fred Thompson 

1. According to the Postal Reorganization Act of 1970, the Postal Service is 
required to maintain compensation and benefits for all of its employees 
on a standard comparable to the compensation paid in the private sector. 
The comparison was intended to refer to compensation for comparable 
levels of work, however, in practice, compensation has been comparable 
to wages in highly unionized industries unrelated to mail processing and 
delivery. In oral testimony, you stated that the comparison definition was 
subjective. Do you think “comparable pay” should be defined by law to 
clarify the interpretation? Please explain. 


Currently, the law requires the Postal Service to maintain compensation and benefits 
for all of its employees on a standard comparable to the compensation and benefits 
paid for “comparable levels of work in the private sector of the economy.” The 
question of what basis should be used to determine the comparability of wages and 
benefits has been the subject of many arbitrations and continues to be debated. This 
is an issue that needs to be addressed and some changes in the law may be needed. 
However, more information is needed related to the appropriate comparative group 
and the total competitive package, including compensation, as well as total benefits 
such as pension, retiree health, and a variety of other benefits. We have recently 
begun a review of the pay and benefits policies and practices for the Service’s major 
pay plans and the effects of the Service's compensation policies. 


2. The Postal Service has committed to generating $5 billion in savings and 

cost avoidance through 2006. 

a. Do you think the Postal Service has set an appropriate goal? 

b. Are there any adjustments you would recommend to either the 
measures proposed or projections forecast? If so, please explain. 

c. What residual effects do you see from these cost cutting efforts? 

The Postal Service’s goal of generating “$5 billion in savings and cost avoidance 
through 2006” is somewhat unclear, but an average savings of $1 billion per year 
seems to be a modest goal for a $70-billion entity, particularly given the Service’s 
current financial problems and reported cost savings in recent years. Regarding the 
Service’s goal, it is unclear how the Service will define “savings and cost avoidance” 
and how the Service will measure progress in this regard. Questions that arise 
include: 

■ Do “savings and cost avoidance” include lower levels of spending associated 
with declining mail volumes? Or, are “savings and cost avoidance” to be 
defined more narrowly, such as savings associated with specific actions that 
improve postal productivity? 
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■ How does “cost avoidance” factor in? For example, would cost avoidance 
generated from additional mailer work sharing efforts count toward the goal? 

■ What is the baseline for measuring “savings and cost avoidance” - the current 
level of expense, budgeted expense, or projected expense? 

■ How will “savings and cost avoidance" be measured? 

As we recently reported, the Service has had difficulty tracking specific costs and the 
results of various cost-saving initiatives. Although the Service estimated it saved $900 
million in fiscal year 2001 from increasing its total productivity, and another $1.6 
billion in fiscal year 2000, it did not report — and may not be able to produce reliable 
data on — specific savings from its productivity initiatives. Looking forward, it will be 
important for the Service to more clearly define its cost-cutting goal, disclose how it 
will measure progress toward this goal, and regularly report on its progress in this 
area. 

We hope the Service will achieve considerably more savings than targeted in the 
Transformation Plan. The Postal Service’s modest $5-billion goal for savings and cost 
avoidance, however defined, would be consistent with the Service’s historical 
difficulties in cutting costs and achieving and sustaining increases in its productivity. 
The Service’s overall productivity has increased only 11.5 percent over the past 3 
decades through fiscal year 2001, and these limited productivity gains have resulted 
in postal costs and rates being higher than they otherwise would have been. The 
Service’s reported savings of $2.5 billion in fiscal years 2000 and 2001, while 
commendable, represented less than 2 percent of the Service’s reported expenses 
over the same period. The Service needs to do more, especially if the Service is to 
hold rates steady from mid 2002 calendar year until 2004, as it has planned, while also 
reducing debt and financing needed capital investments. 

The residual effects of the cost-cutting actions outlined in Service’s Transformation 
Plan are difficult to foresee, in part because it is unclear what the potential financial 
impact would be, particularly in the short-term, from the Service’s planned actions 
during the transformation period. More specifically, it is unclear what the impact of 
planned actions would be on annual revenues and expenses or when financial 
benefits may be realized. Further detail on the costs and time frames associated with 
specific initiatives is necessary for stakeholders to better understand the financial 
impact of the Service’s proposed measures and of achieving its goal for cost savings 
and cost avoidance. Based on the financial impact, a better understanding could be 
gained of what limitations may continue to be placed on the Service’s capital 
program, as well as other possible residual effects that could impact the quality of 
service and postal rates. 
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3. The USPS has an estimated $81 billion in future health and retirement 
costs. In light of the wave of retirement costs all federal agencies will be 
facing in 2015, what steps would you recommend that the Postal Service 
take in order to address its current overwhelming retirement obligations? 

The Postal Service needs to get its financial house into order so that it will have 
sufficient cash flow to meet its health and retirement expenses - which entails 
making at least the minimum payments established by the Office of Personnel 
Management in accordance with law. In the short term, the Service can realize large 
net revenues and thus higher cash flows by increasing postal rates. However, in the 
long term, increasing rates may have diminishing practicality because rate increases 
affect the Service’s competitiveness by increasing incentives for mailers to find other 
alternatives to the mail. The Postmaster General has recognized this, saying that the 
Postal Service is “pricing [itself] right out of the market” and has committed the 
Service to keeping rates steady from mid calendar year 2002 to 2004. Therefore, in 
the short term, it is important that the Service increase cash flow by cutting costs and 
improving its productivity. In the long term, the Service’s basic business model is not 
sustainable and a comprehensive postal transformation will be required to fully 
address the Service’s financial viability, including its ability to meet health and 
retirement obligations. Because of the seriousness of this issue, we are currently 
working on defining more precisely the Postal Service’s retirement obligations and 
the alternatives that might be available to meet the requirements of these future 
obligations. 
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